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PREFACE AND GUIDE 


THEvaim acknowledged in these pages as the transcendent economic 
purpose of reconstruction is the fuE employment of every citizen who 
seeks work. "Freedom to serve and to earn” is a double right 
which would have long been inscribed in the constitution of every 
dvilised State, were it not that the democracies have never hoped to 
malfg the universal. Amoi^ those who know what its absence 
imp lipg j this right assuredly conies first. Other kinds of liberty such 
a s the rights of free thought free speech and self-government may 
have signifirangp <»nnugh to enf^fre half the world in their defence ; 
but even these tend to lose wei^t among men who are permanently 
o utcast from the main business of sode^. A withheld privilege is 
apt to obsess and monopolise the min d. And whoever is denied the 
ri^t to maintain health, to serve the kmfiy as its responsible head, to 
meet men as equals, and to ttavd and escape from a wdled-in existence, 
becomes scarcely consdous of other vital needs. It was to secure 
these primary rights that the people of Germany abandoned every 
other claim to freedom. And it is a matter for speculation how long 
the British people would endure economic privation such as afflicted 
Germany, before similarly surrendering their political rights to any 
-Party which guaranteed employment. 

Less than complete conquest m this field of economic liberation 
is scarcely safe. A nation which does not make loo per cent, employ- 
ment its planned aim, induding in this not metdy the fit but the unfit, 
the blind, the wounded, the crippled and all who are in any way 
defective, is likdy to &il altogether because it lacks resolve. The 
ability to discover valuable work for men in every condition has been 
proved beyond question by innumerable disabled soldiers' associa- 
tions, tuberculosis colonies, cripple sodeties, blind institutions and 
unemployed men’s dubs. A responsible Government w ill adopt its 
h uman standard from these Md not rest till it has fonnri work tor 
e very applicant throughout the Stat e. 

After the war there will doubtless be talk of revolution. Dread 
of a violent left wing may cause some to seek security through assoda- 
tion with the extreme right. It is possible that Fasdsm by some other 
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namp will gtow and gather recruits on the pretejct of saving private 
property, and that by its growth it may drive others to the left as 
oflF^g to them die lesser evil There may be a race of revolutions. 
None can know ; and it is not of mudi concern to know. The 
Urgent need is to generate a revolution of the true kind : 
one which can be vigoroudy advanced by all who are prepared to 
hold loosely whatever they hold, and ate convinced that this attitude 
provides the only ba^ for a harmonious and secure system. 

The prospect of the rise of sudi a revolution depends, among 
other ttiing S j on die stark clarity of its aims. It seems immeasurably 
to have one fer-reaching, profoundly important aim than a 
rfwfiising rmiltifinlp of aims. ^9^t Other aim, then, within the 
can equal the one just mentioned ? To the employee, 
“ full employment ” means everything that material can give. To 
employers, it nw-atis scarcely less : a permanendy active and expanding 
market. Internationally, when all States plan, “full employment” 
will tnpflti eager foidgn markets, the relaxing of bitter rivalries between 
nations, and a trend towards muUial accommodation and orderly, 
planned international commerce. In effect, if the history of the past 
twelve years is fiur evidence, a permanent world-tride condition of M 
employment would yield die firmest eaiarantee of absence of war. It 
w oidd give release fronuhe periodic prostration of trade whidi has 
cast whole nations into the himds of £matics and driven dictators to 
screen incompetence behmd aggression. 

The goal, it is felt, is plain. According to the findings of this 
enquiry— if it be permiss&le to transfer certain condusions to the 
beriming — diere is no essentially economic barrier preventing the 
final attainment of the goal E mployment, in general, is largely a 
q uestion of expenditure. Full employment tails tor adequate expm di- 
ture, directed and planned so that workers are absorl^ from any 

trade where there is a labour surplus, and employed in supplying the 


ment, but in securing assent to the large volume of expen^ture 
entailed in financing it. The amount needed can be raised in two 
ways ; by an increase in the national fund of money j and by the 
transfer of money from one section of the community to another, 


u nsatisfied wants of the people, these wants being carefully ascertaine d 
in advance. The main didiculty lies, not in evolving a plan of employ- 
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tliTmi gli loan, tax or gift, in such manner that it 'will he used more 
actively or effectively in creating employment. These methods, 
though simple in concept^ call for profound changes in political and 
finan dal tradition. Moreover, they are possible only in a community 
which has learnt to bdieve in lavi^ e^enditure. 

The fundamental problems are not^ therefore, economic ; they 
are psychological, moral, political It follows that an enquiry into 
reconstruction, to be of practical use, must show at what exact points 
any proposed economic measures for change in parliamentary 
method, financial tradition or popular attitude. As the main desire in 
the present work is to be utilitarian, there appears to be no escape from 
an occasional venture into the field of political and mental behaviour. 

This extension of study has made necessary the exclusion of 
certain important aspects of reconstruction. Various questions which 
have been amply treated in other enquiries are omitted here altogether. 
No social problem, apart from unemployment, is directly examined. 
Housing and town-planning are discussed only in relation to the 
prospects of the building trade. The momentous question of redis- 
tributing industry and people after fibe war is not considered. Labour 
problems — wages, hours, conditions of work — are studied only 
incidentally. Such omissions imply no lack of recognition of the 
wei^t of these questions, but only the realisation that each entails a 
separate and spe^ concentration of effort. Every enquiry has fixed 
limits ; and the present enquiry is confined to the one th^e : plarming 
to maintain “ full employment 

“ Economic Reconstruction ”, as treated here, is synonymous -with 
this broad theme. Immediately afrer the Armistice, the plan for 
avoiding unemployment -will involve the restoration of industry for 
peacetime needs ; and tmtil this reconstructive work is done, all else 
is secondary. But this initial programme, which may last two or three 
years, is by no means the most difficult. Serious econonuc embarrass- 
ment will arise only when industry has fully regained pre-war efficiency 
and is flooding fo^ its vast new cataract of goods. At that point the 
natio^ plan will need to be prolonged and re-shaped to meet new 
conditions. And it is with the prolongation of the plan that the chief 
mterestlies. 

The double task of restoring industry to normal, and then con- 
quering unemployment permanently, calls for an investigation in 



Part I, introductory, opens with a diapter in which the aim 
of planning, “ M employment ”, is defined and considered. 

A second chapter di^sses “ The Assumed Economic Order 
The whole structure of a nadonal plan, to state the obvious, depends 
on the kind of economic system in which it is set. An economic 
plan devised to work under Private Enterprise will differ markedly 
Scorn, that which emerges under State-ownership. Hence, before any 
attempt can be made to visualise the outline of a national plan, a decision 
must be reached concerning the type of economic order to be assumed 
as setting. Giapter 11 gives reasons for the decision on which the 
present study is based. 

There is a further preliminary question to be explored which 
affects both this volume and Volume 11 on International Planning. 
After the war, every State will have the choice either of building up 
a substantially independent, national plan, or of approachmg other 
States with a view to constructing an interdependent^ composite 
system of world plaiuiing. The two methods are perhaps not mutually 
exclusive ; but it is important for countries like Great Britain with 
wide^read foreign trade to decide early what weight to attach to each 
sphere of action. The shape of the British national plan will depend 
l^y on whether it is intended to increase or decrease dependence on 
world-wide commerce and organisation. At the end of Chapter m 
a conclusion is reached concerning the due relationship between 
national and international acdon ; and this conclusion underlies the 
rest of the enquiry, largely determining its form. 

Finally, an introduction to die future task of reconstruction would 
not be complete without reference to die experience of the past. 
Chapter IV of Part I ^ves a brief narrative of the years 1918 to 1921 
vdih a view to noting, in the first place, situations likely to recur, 
disasters to be avoided, and polides manifesdy sound. In addition, 
a certam powerful fector may be discerned which seemed to be respons- 
ible for the widely different experiences of countries after the last war. 
More dian a hint is ^ven of a most efficient instrument of p lanning . 

Part n is concerned with the main subject^ national p lanning. 
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Every national plan, to be secure, must rest on adequate theory. The 
immediate task in Part 11, therefore, is to put forward the elements of 
such a theory : that is, a body of reasoning designed to show what 
combination of economic measures will yield continuous “full 
employment From this there should emerge, firsts the principles, 
and secondly, something of the nature of a blue-print, for a post-war 
economic plan. 

It is to the second half of Part 11 — in particular, Chapters VII 
and Vm — that the reader is referred for the first of two blue-prints 
attempted here. These chapters contain a chronological sketdi of the 
main measures recommended for adoption after the war in the event 
of the continuance of the system of private enterprise. They present 
schemes, condensed from later sections, for restoring peacetime 
industry and maintaining employment in a competitive re^me. 

The necessary adjustment oS these schemes on the assumption 
that die system is to be transformed into one of State-ownership is 
postponed to the end of the book. 

Part n ends with a discussion of die British political system. The 
shifting sands of government by Party, as experienced between wars, 
clearly afford no secure foundation for a sdentific, progressive plan. 
Some reconstrucdon of parliamentary method, to yield long-period 
continuity and, in pardctdar, flexibility of flnandd method, seems 
indispens^le. The question arises : How can the requited changes 
be made in the pohtical system without impairing its essentially 
democratic character or destroyit^ the people’s responsibility for their 
own governance ? 

The third and longest Part relates to the post-war policies of the 
several industries. The western srotor of the Scottish industrial bel^ 
from whidi illustration is drawn, contains large branches of the main 
industries of Great Britain, including the heavy group — F.nginpwing^ 
Shipbuilding, Iron and Steel, and Coalmining — together with Tex- 
tiles, Transport, Building and Construcdon, and Banking. These, 
and Agriculture, are examined with a view to observing what policies 
of self-help, or of reconstruction with Govenunent help, may be prac- 
ticable in each case after the war. 

Every section dealmg with an industry, however, contdns pro- 
posals bearing directly on some broader issue of national reconstruc- 



jjy mrm m> ouzde 

don. Ilie num fisuiucs of fk syston of phi^ 

l>odcanl)ea[ttessdmt}i«eph^ But didr practical ap^don 
hvohea tiw vea^ togedier of schemea as con^ as du li^dis 

of y iistiy , hanking, conunace, pnbHe fiaance and foreign tiadB. In 
Pfxt U, triieie national planning is discussed in general terms, it bas 
proWiniponibkto^detailtoftb^b!^un^ 4 e>plam These 
df tail« are therefore given, in respect of industty and hanUng, in 
FattHL 

Tints, SUp^ Sidplmildir^ Hallways and other Transport ^ve 

occaaon for dm study of planned investment The grant of 
credits for investment dudog the reconstruedon pet^ is examined 
under Engineetii^ the Indi^ most eonoetned. Ptiee-&dng on a 
national iait is iihistrated by reference to peacetime eiqietiments in 
Iron and Steel Building is reviewed as an example of an industry 
vdiyi mi^ be pardy nadonalised while remaining patdy under 
private control Qrahnining raises problems of Orndnentai co* 
(tperadon. Agriculture is wamtiwl gg an tnmanf* of the imperative 
need of teguhdog world conditions. And under ftmting g sdieme 
vdikh holds the oorttal phoe in die general ^Btem of planning is given 
in detail. 

Tk fonrdi Part deals widi R^ional Planrung, South West 
Scodandbagaia taken as basis. One advantage wM die study of 
dus centre (d massed industry gives b diat it precludes any l^t 
optimism. During die slump of 1933 and 1933 die QydeShipbuibliog 
fodustry had mote don two-thirds of its bfoour unen^qyed —■ some 
fbtewammg of the econonuc bHf^t which may agdn descend on dus 
area unless dure b a delibetate, dirett attack on the local unemploy- 
mentproblem. The evidence b clear dmt however eflhcdve a naU 
plan m^be in restorh^ industry over large areas, black patdhes will 
reman and will denu^ concentrated local ti^tmentr Regiooal 
idannini^ as reinforcement tt nadonal planning nmears to be a ams 
jw mn of comptehenave success. 

^Part IV b concerned at the outset with the general homework of a 
i^c^phn. The form of plan to be submitted bdes^ned to dove- 
tail ctosdy into a national plan as described in Part n. Anddiemain 
mterest in die prdimlaaiy rhaptei b to discnss whatkindofco- 
opecaaon will be tequued between latirmal ami «iginn.1 anAnritU 



in evolving, financing and administering a combined national and 
i^onal plw. ' - 

A fiinlier chapter then su gge sts how the t^onal scheme mi^t 
be adapted to die conditions of South West Scodand. It is at Ais 
point ^t any system of planning meets its ultimate challenge. The 
crucial test of a programme of reconstrucdon is whether it can cure 
unemployment at the lowest point of the deepest local trou^. There 
can be no doubt as to the extreme depth of the coming depression in 
South West Scodand unless steps are taken. Three or four years after 
die war, certain of the heavy industries m this zone, Shipbuilding, Iron 
and St^, and parts of Engmeecing, can by no reasonable means be 
maintained at a level even approaching their present capacity. Tens 
of thousands of men will be extruded from them. Oiily a regional 
plan can save these people. And, most certainly, only a regional plan 
can provide zoo per cent, employment. The fundamental task, then, 
is to discover the shape of a regional plan which will usher t^ last 
willing man back to work in ^is region. In order to make sure 
that the bottom of the trough is touched, the survey in Part IV con- 
cludes with a chapter on schemes for re-employing die so-called 
“ unemployable 

In a final Part an attempt is made to judge the chances of success 
of a plan launched in post-war conditions. A nadon can scarcely 
succeed which does not bring to the task of reconstrucdon the same 
unfaltering effort as it shows in war. Nor will it triumph without 
similar-regard for the enem}r’s strength and disposidon. There will 
of course be obstrucdon. Although a ^ven corporate programme 
may be good for the majority in ±e State, some citizens may lose ; 
others may mistrust the plan ; others may gain materially while 
sacrificing some measure of independence. No conceivable plan can 
distribute its benefits evenly. And no plan, it would seem, can 
^pe hosdlity at some points. It is part of die task of reconstruc- 
don to analyse the probable grounds of icastradon and assess their 
significance. 

A condusion may then be drawn as to the pracdcability of estab- 
lishing an efiecdve nadonal plan under Private Enterprise. Aldiou^ 
die condusion can rest only on opinion, some decision is necessary to 
enable people to determine their acdon. In this book the main concern 
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IS to join forces -with diose -wlio consider world accord to be wordi 
some personal economic sacrifice. People who are thus minded will 
want to know, first, whether a far-reachmg reconstruction plan, 
capable of guaranteeing continuously “full employment”, is a 
prarHral ideal under Pnvate Enterprise. Failing this, they will be 
concerned to gam some idea of the probable personal cost of an 
adequate transformation of the system. It is towards a judgment on 
these pomts that the final paragraphs of the book are turned. 

Acknowledgments are gratefully expressed to the Principal of the 
Umversity of Glasgow, Sir Hector Hethermgton, who opened the 
way for tbs enquiry and has smce been a constant counsellor, assisting 
contacts with mdustry and later givmg a much valued criticism of the 
wntten results. For the research fellowsbp and grant I am indebted 
to the Leverhtilme Trust. 

The work has been done with the aid of a small group of enquirers 
mentioned on the tide-page or at pomts m die text where their material 
has been used. Among de studies contributed by Miss Deane are the 
chapters on “Co-opecation between National and Local Governments” 
and “ Rail and Road Transport ”, together with the bulk of “ Sbp- 
pmg ” and much of “ Coalmmmg ” , but m addition she shared the 
preliminary discussion of the general shapmg of the enquiry and there 
IS a wide obhgation due to her for judgments and suggestions Many 
paragraphs bear traces of the criticisms of Dr. A L. Macfie, with whom 
I have had constant discussions For his careful readmg and comments 
1 am especially mdebted. In the organismg of correspondence acknow- 
ledgment must be made to Miss E. W. Hunter for a multitude of 
services Frances Bellerby has helped especially with textual criticism. 

Research m Glasgow is much simplified by the most enheartenmg 
readmess of people with first-hand knowledge to share what they 
know. Wartime conditions mi^t have been eiqiected to dose many 
doors to information needed for studying after-war tasks, but there 
has been no serious bmitation, thanks to wfrpptinnal Trmi^npgs among 
professional and business men m Glasgow and its neighbourhood 
Their numbers forbid mention of names and I hope that this collective 
recogmtion will be taken as cover for many individual thanks. In 
eiqiressmg appreciation I must be careful, however, to avoid imphcatmg 
any contributor m the general findings. Opimons m these pages on 
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political aims and on economic ptindples and practice should be read 
as committing none but the present 'writer. 

The reader’s indulgence is asked in tvro matters. One arises from 
die great speed of industrial change. During the war immense experi- 
ments in reorganisation are taking place and each change makes some 
facet of all earlier proposals irrelevant. This book has been revised 
fairly consistendy in die course of 1942, but many Government 
measures are still impending of which note cannot be taken. The 
second general difficd^ is that when the same problem is being 
discussed in three different settings, national, re^onal and industrial, 
repetition seems inescapable. Refusal to repeat would, I think, often 
mean lack of clati^, which would be the greater sin against the reader. 
It may be mentioned diat the index shows at what point in the text any 
subject has been most fully treated. 

J. R. B. 

UravauiTY OF Glascov 

Uectmiir I9<|a 


VOL. 




PART I 


INTRODUCTORY 

CHAPTER I 


It is a fundamental imperative that order should at some time prevail 
in the world. In the sphere of economics die most powerful cause of 
disorder is world depression, the d^t for markets, the persecudon 
of peoples by unemployment. Hence, o ne first step in the creation of 
o rder is the abolition of slumps and unemploymen t. To make sure 
of some measure of economic success it is sound to plan for absolute 
victory. There is dius derived the aim of “ full employment ” as the 
outstanding purpose of the national plan. 

There are, however, other aims. Some are implicit in this central 
purpose. Others may be attainable in conjunction with it. Others are 
possibly rivals for first place. It will be well to consider some of these 
further purposes and to discuss their relationship to the aim of “ full 
employment ” as defined for the present enquiry. 

^ “ F ull employment ” is used here to imply two tiimgs . For the 

(j) c ommunity as a whole it signifies the attainment of a due balance 
b etween work and leisur e : a balance such that the fruits of the work 
co^ined with the leisure give the greatest total satisfaction. For each, 

individual citizen it implies a guaranteed right to a just share in the 

w ork, so long as income depends in any degree on work, and to a just 
s hare in the leisur e. 

These are the guiding ideas, hi daily practice, “ full employment ” 
means that work awaits every man who applies for it to the Labour 
Exchange, whatever his condition. The term includes the provision 
of work only for men who are positively seeking it, the voluntarily 


Implicit in this aim is the intention to provide work that is beneficial . 
Much more is involved in the planning of “ fall emplnympni- ” 

*9 
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the mere quest of a condition in which all men can exercise mind and 
limb and be paid for their effort. The employment itself must have a 
purpose. Indeed that further purpose mi^t b^me the single, central 
object of the national plan but for the fact that the purpose its^ is not 
singip. The values served by employment are innumerable and it is 
impossible to select one as supreme. 

In this respect planning for peace differs radically from p lanning 
for war. During a war the great majority of men are cogendy united 
in the furtherance of a single aim. Interest in it drives the whole 
nation and is in fact the ^damental cause of the “ full employment ”. 
If any peacetime constructive purpose had the same grip on human 
mintis it would equally cause “ full employment ”. But no single 
matprial aim is capable of this, f or the reason that the aims are man y 
a nd each commands a special following . One way of planning for al l 
a ims at once is to plan for “ full employme nt This condition yields 
a hi^ output and a wage for everyone, so that each individual secures 
the means of pursuing his chosen goal. 

A nother way of describing the same large purpose is to exprew 
i t as ** planning to raise the general standard of living Creative 
e^loyment ca^ot in tact tie expanded except through the stimulus of 
a rise in consumers’ standards. For it is when dtizens receive and 
spend more money that fresh employment is generated. Hence an 
increase in employment itself depends on the raising of the general 
standard of living, and plantdng for one implies planning for both. 

A certain reservation to the above paragraph is needed. There is 
an argument tending to show that loo per cent, employment may be 
achieved only at the cost of retarding the growth of effidency. Sudi 
an effect on effidency would in die long run adversely influence ouq)ut, 
and in this event planning for “full employment” would not be 
identical with planning for the ultimate maximum standard of living. 

Maxmam Effidau^ 

The most searching challenge to the position adopted in this book 
{^springs in reality from this contention that “ maYimiiTn effidency ” is 
not compatible with “ full employment ”. T he argument is derived 
Trom a certain estimate of human imture. It is saiti that when employ - 
ment tumoser and profits are good, employers become much mcu e 
c oncerned with immediate output dm with devising new meho^s . 
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EstabKshed technique and plant are exploited to the full, but there is 
ndther time nor urgent need for innovation. Employees, moreover, 
knowing that if one job is lost another is at hand, tend to labour 
gently. Works discipline declines and factory rhythm suffers. 

Crudely, this means that neither men nor management will work • 
iinipss driven by fear. And the corollary is that s ome risk of bank- 
r uptcy or imemployment is desirable as a spur to efficiency . 

It can scarcely be denied that there is at least a risk of dash between 
“ full employment ” and “ maximum efficiency ”. If this be allowed, 
the above argument may be carried a further stage in support of the 
bdief that " maximum i^dencv ** should become the primary go^ 
e ven though 7 or 8 per cent, of unemployment is a necessary accom- 
p animent to it . For upon the march of efficiency, it is proclaimed, r^ 
all material progress, the long-period rise in the standard of living, the 
^vance of dvilised conditions, and the possibility of ample leisure 
f or every citizen . Against the thesis put forward at the opening of 
this chapter — that die need for world order is fundamental and entails 
the aboUdon of unemployment — it is contended that world progress 
is also a fundamental need and that it involves a steady advance in the 
technique and economy of production. If measures of curing unem- 
ployment check this progress they are anti-sodal. They reverse the 
historical trend. 

The argument gains still further reinforcement from emphasis 
upon leisure as a more significant goal than work. It will he convenient 
to refer shortly to this issue before the main theme, employment versus 
efficiency, is resumed. 

Leisure, it is sometimes said, is a better medium for developing 
human personality than is employment. No man, the argument runs, 
has attained full mental stature till he has discovered ^e resources 
■mthm Mmsdf (or employing all his spare time to good purpose. The 
only way in which he can reach this state is through being educated for 
Idsure or unemployment^ in a mental environment in which that 
condition is deemed intrinsically good. Thus the true procedure for 
society is, firsts to ensure that education is right from the beginning; 
secondly, to inculcate in all minds the notion that unemployment is an 
inevitable accompaniment of technkal progress and should be regarded 
as an opportunity by those on whom it fells j thirdly, to ensure that 
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no loss of income shall be associated \nth involuntary loss of work. 
Such ideas, again, may be put forward as directives and not as immedi- 
ately attai^le aims. The trend desired might be furdiered by the 
raising of insurance benefits, as well as by the steady transformation of 
school methods and the provision of fellowslups for men most qualified 
to use ihdr leisure. The feet that an ideal is not realisable forthwith 
does not destroy its claim to attention ; and in what follows there is 
no thought of decrying the general principle of education for, and 
dirough, leisure or unemployment. To treat the subject adequately 
would for a full dissertation on life-values. Values arise both in 
contribution and in consumption, in the disciplined service of others 
and in the disdplined service of seE On the one hand, there is at 
least high authority for saying that to serve is good : and it is reason- 
ably certain that for many people the qualities of a strong and vigorous 
life cannot be achieved without experience of the discipline of taking 
an effective share in the work of the world. On die other, our thesis 
here implies no denial of whatever is valuable in die ideal of self- 
culdvadon through leisure. Possibly, for most men, the hipest giin 
accrues from a judicious combinadon of both kinds of re^me : that 
is, from a disdplined life based pardy on leisure and pardy on orderly 
service through industry or a profession. 

A certain pracdcal question will arise most urgendy, however, 
after the war, namely, the treatment to be accorded to the particular 
people who will then ^ thrown out of work. Whatever die ideal aim, 
it must be adjusted to the character and conditions of the unemployed 
of that time. Concerning nine-tendis of their number it will be 
possible only to say, as mi^t have been said of eadi of the thousands 
who suflfered long unemployment before the war, " What he needs is 
to know that he is wanted, to have some rhythm and disdpHne in his 
life, to be given a job where he is an equal in a community, and to come 
away with an earned wage ”. There may be a remaining fraction who 
woidd serve themselves and their fellows best by bdng set wholly free 
on the bads of subsidised leisure ; but the great majority of individuab 
of diis type are not among the compulsorSy unemployed. In respect 
of those who are thrust out of industry and left it can almost 

alwajrs be said diat they are precisely the people who would both ^ve 
md gain most by takhig part m dm world’s basic and indispensable 
mdustry. 
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The main plan, it is therefore contended, should be designed to 
restore employment to all who seek it. If, at the same time, long-range 
plans can be introduced for making the nation wiser in its attitude to 
leisure and to loss of work, progress towards new levels of civilisation 
will be the swifter. 

The Need for Full Emphymmt 

Ultimately, the sole interest in every plan is its bearing on the life 
of the individt^. “When this is acknowl^ged, the reasons for accept- 
ing " full employment ’* as the aim seem overwhelming. They may 
be briefly list^. First, unemployment itself, in the conditions arising’^! 
from past environment and education, is the most humanly devastatii^ 
of all economic evils. It creates a vacuum wherein life finds no expres- 
»on. Every faculty is fhistrated. Secondly, the evil hills in crushing 
concentration on those who axe least able to defy it. Thirdly, in the 
said conditions, it is diflicult to avoid associating income with service 
rendered. Complications would at once arise if out-of-work benefits 
were made permanently equal to full wages. But if no arrangement of 
this kind is feasible, unemployment inevitably begets financial hard- 
ship. Every domestic difficulty is then accentuated. Apart from the 
sheer want which results, there develops in relation to unemployment 
a stigma which no conceivable form of public education can dispel. 
Fourthly, the effects are cumulative. A man who remains compul- 
sorily unemployed for many months seeks adjustment by a gradual 
process consisting partly of self-isolation from sodety and partly of 
the acceptance of a lower level of mental and physical activity consistent 
with the meagre nourishment which benefits afford. He often develops 
a “protective” ailment dther as justification or as some claim to 
sympathy. I n the end he bMOm« un^ploya ble — prindpally 
throu^ the fear of abandoning the safe inacdvify to which after great 
pain he has grown accustomed. Fifthly, when unemployment spreads 
so that it strikes at men of stronger fibre to whom it is permanently 
intolerable, the threat of revolution increases. A stage is reached when 
s uch men will sacrifice anything whatever for the^sonable promise of 
work . The exchange they make is not always to the good, unless 
the consequences of Nazism and Fasdsm are to be deemed less bitter 
than those of unemployment. Sixthly, unemployment^ when asso- 
dated with loss of income, leads to a weening of the home market. 
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Depression is deepened. Each nation tries to forge a remedy by pene- 
trating foreign markets and dosing its own. E conomic narionalism 
g rows and is accompanied by attempts on the part of sareat Powers m 
’c onvert their empires into dosed system s. If, as a result, trade is still 
further depressed among nations least capable of defence, polides of 
fjpBpair ensue. How far an economic cause of this kind prompted the 
invasion of China by Japan, of Abyssinia by Italy, and of the world 
by Germany, cannot be assessed with certainty. But it can scarcely 
be denied that an intimate connection exists between unemployment 
and the emergence of dictatorship, and between these things and 
aggression. 

Li this, then, is found the supreme and overriding reason for 
plannin g for “full employment” rather than for “maximum efBdency”. 
Failure to conquer unemployment may mean war in petpetuity. 
Failure to maximise efBdency can have no such implication. 

If it be urged that 7 or 8 per cent, of unemployment would not 
lead to war and could be ignored &om this point of view, it should 
be replied that there is no means of planning for such a limit. A 
Government which does not resolve upon the utmost elimination of 
unemployment is likely to meet disastrous reverse. The economic 
system with which it grapples is not plastic ; it is powerfully animate 
and subject to vast convulsions. A Government may succeed by 
deliberate, hir-teaching measures in bringing the system under control ; 
but in die absence of such measures the system is as fully capable of 
overthrowing the Government. In this hdd diere is either victory or 
supine defeat. One condidon of victory is the defining of some dear 
objecdve and the pursuit of that objecdve inexorably. There may be 
men of genius who can define some aim midway between “full 
employment” and intolerable depression, but few would understand 
them, and no Administration dare set itself the aim. 

Notwithstanding ■ all such considerations, if it were true that 
eifidency would decline catastrophically under a re^me of “full 
. employment ”, then a condusion based even on the foregoing array 
of compd^g grounds mi^t have to be reconsidered. However, it 
has yet to be proved that planned " full employment ” will cause 
ineffidency. Few would now levd the charge of tprbnipal retrogres- 
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Fundamentally, at all points the problem of effidenty is p^o- - 
■^lo^cal. 3f the Authority is a political body its first task -will be to 
.enlist the initiarive and profound concern of all employers’ and 
‘workers’ organisations, "^thout them success is impossible. Indeed 
the plan diou6 be thdrs. But givea this starting point, innumerable 
■ways will open for raising eflSdency. C3iief of Aese would be to set 
up a Consultancy Department in every industry — its purpose being 
♦tim iigTi research to promote new tedmique among progressive units, 
and throu^ publications and verbal advice to raise the general level of 
all others. Then, where planning involves State aid to an industry, the 
support may be made expressly ^ject to development in organisation, 
equipment or method. Where a bfarketing Board is established, the 
Board may specify mediods of production when pladng its orders j 
or when paying on a cost basis it may require the use of a cost account 
sys twm \^ch measures effidency at each point in die productive 
process ; or it may require die use of a limited range of standard 
maforialsj thus diminishin g the cost of producing the materials. 
Overlap in transport and distribution can sometimes be reduced. 
Wherever large-scale buying, manufacturing or selling is involved, 
the advantages of mass enterprise appear. The -wastes of over- 
capitalisation can be avoided through the common control of invest- 
. ment; and the most modem plant can be introduced by deliberate 
State assistance. Furthermore, there is wide scope for stimulating 
effort dirough special method of wage payment. In a planned 
economy, profits -will become assimilated to interest in some sections 
of industry and -will be rdatively stable, while labour, whether wage- 
earning or salaried, will reap Ae full measure of the gain from its 
etdar^g output. In such a regime certain objections to piece rates — 
in particular, those which arise fmm the belief that piece rates swell 
profits radier than -wages — are no longer rdevant 

Such a catalogue barely hints at the possibilities of improvement ; 
and within die broad field of " re-education ”, or experiment -widi 
new motive, diere is unlimited opportunity for imaginat ive schemes. 
HowevCT, all the above proposals, -without exception, depend on one 
underlying condition. In final analysis, tlie sole d«*rer»ninant nf 
e ffidmcy is concern . 

If a planned system generates more concern than an unplanne d 
system, it -will be the more efficient. No system, however, can generate 
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a motive vHithout itself bemg first generated by a motive. And it is for 
this reason diat argument bating to efficiency remains indecisive so 
long as it is conned to systems, organisation or administration. 
Efficiency is die product of human stuff! All problems connected witb 
it are iiutially psycholo^cal, and all solutions be^ in die mind. The 
secpience of acrion in any attempt to increasejiffi dengLls-dietefiate^ 
fimt, to evoke concern ; then, under the n^ tn altw or 

empower die system ; and finally, through die svstem to intensUy,die 

motive and confirm new fashions of thought . 

In order to apply these ideas to post-war condidons a large assump- 
don must be made. It must be assumed that after die war there 
arise, or can be prompted into bemg, a new construcdve urge sdrring 
the whole nadon to intense, united effort. As to the method of creating 
diis diere may be molendy confiicdng opiruons, or, among most men, 
no opinion at all. One condidon, neve^eless, is certain : there will 
be emoum. After die war there will be an immense and passionate 
relea^f feeling. In the beginning it will be emodon without point 
But it can be given point by die launching of a bold plan for attaining 
some purpose that grips every mind. If “ lull employment ** is such a 
purpose ffie fact alone of planning for this end will at least canalise, 
and may strengthen and deepen, nadonal emodons. It will accumulate 
and direct modves already seeing oudet 

From this follows the main conclusion. If planning for ** full 
e mploymen t ” «ryritp<! moiTP. . enthii«iia«an.rhan p]annin g _for any odier 
a ^, then it yield as by-product the hidiest efficigicy. It will 
yi eld greater effidwcy than a poHcy of planning direcdy for efficiency. 

The essential position advocated in diis outline of aims can there- < 
fore be summarised as foUows. 

Planning for “ full employment ”, as defined, signifies the persistent 
attempt to give all men wor^ wages and leisure ; it includes, further, 
the intention to make all employment construcdve and to avoid war ; 
it facilitates, and itsdf depends on, a more ecjual distribution of income ; 
it is attainable only through some immediate raismg of the standard of 
li\^, and implies a steady attempt to raise standards continuously ; 
it is crompadble with a most extensive ran^ of measures for inRrpgging 
efficiency. 

“ Full employment ” is here ranked first among economic aims in 
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the practical and vital sense that it is made the spreific obiect of 
national plan. * 

The mdeistanding is that all the other compatible aims noted 
above -will be pursued at the same time. 

Tie one rival for first place is “ maximum efficiency ”. Planning 
direcdy for " maximum effidenqr ”, -without regard for the effects on 
^ployment, might^U the highest possible rate of advance in output, 
hvmg standards and leisure. On the other hand, planning for 
comulete abolition nf 1inf>Tnn1otrma..* . P. 


r- _ t.uupiea wim mcldental plannine 

for effiaency, might for psychological reasons provoke the more rapid 
rate of advance. There is no proof possible for either, view Tb^ 
ul^ate ground for favouring “ fofl employment ” as the aim’is dS 
untu unemplojonent is abolished there can be no assun.ni77 7^. 
f rom war ; and so long as war me naces the nations 
seoire social values of any kind. ” * ^ 



The Assumed Economic Order 


There appear to be only two economic qrstems from which to choose. 
If the State has the full monopoly, not merely of control, but of the 
actual possession of industry, a distinctive type of system emerges 
which may be called S tate-ownership . If, on the other hand, the 
productive property is held by companies, private individuals, trusts 
or associadons in such a way that the State is not in effecdve possession, 
there exists a system of private or trustee enterprise. For brevity this 
will be termed here, simply, P ri^te Enterpris e. Between these two 
systems there can only be a medley of the two. There cannot exist 
anything which is distinct from these as an economic type or organism. 

The essential difference between die two systems from the pomt of 
view of platming lies in the manner m which the Government, as 
plannuig authority, must exercise control. Under State-ownership the 
Government plans by direct administration. Everything is under its 
own hand. The prindples of planiting are straightforward, plain, 
inevitable. But as soon as there is any considerable departure from 
complete State-ownership, methods suitable to Private Enterprise must 
at once be applied — methods no longer based on direct control, 
but on compensating, supplementing, stimulating or restraining, by 
Government action, tire swayit^ movements of thousands of otherwise 
inadequately co-ordinated industrial units. 

Any leap to the totally new thus means a transition from hydra- 
headed control to a single control. Until this transition is virtually 
complete there is not in reality a fundamental organic change. No 
possibility exists of abandoning the method of “planiting by 
compensation” till substantially all non-Government owners are 
dispossessed. 

The matter of “ possession ” calls for emphasis. It is when the 
State becomes itself the owner of industry, and not merely the agent 
of mterest-receiving shareholders, that it acquires that single, direct 
command over' the nation’s income which is the distinctive marir of 
State-ownership. Given this whole control of the national income, it 
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can direcdy apportion the amounts spent on consumption and invest- . 
ment. It regulates these vital factors as quantities substantially vdthin 
its own management. ‘When, however, a large share of the national 
income is concentrated in the hands of private individuals who spend, 
invest or hoard as they \nsh, consumption and investment are under 
multiple control ; and, again, die State can plan only by some process 
of compensation or adjustment 

It is true that no State can gain absolute, unqualified control over 
consumption, and that even under the most eictrerae State Sodafism 
some measures of the compensatory type would be needed for the 
effective adjustment of aggregate consumption. Nevertheless, the 
broad statement holds that when the State receives all income before 
it is disbursed and can arbitrarily decide the proportion used for invest- 
ment^ its command over both total investment and total consumption 
has a directness never attainable under Private Enterprise. The 
conclusion is confirmed that the poles of State-ownership and Private 
Enterprise are widely separate. And the journey from Private Enter- 
prise towards State-ownership has little significance for planmng till 
it is almost complete. 

This finding has much relevance for the current, insistent demand 
for a “ new order ”. Sometimes the demand relates to Europe, the 
assumption being that neither the old Continental re^e nor die 
existing order imposed by Germany can satisfy, and that Great Britain 
should present a new system superior to both. Sometimes the implica- 
tion is purely that the old order in Great Britain is itself outworn. 
Sometimes the appeal is for a new economic relationship among all 
industrial Powers in the world. In general, however, the impression 
is given that those who most loudly plead for change have no clear 
concept tdiatever in mind and are asking otiiers to supply the concept. 
In the realm of actual construction there seems to be a well-nigh 
universal obscurity, which unless dispersed will bring to nought all 
the goodwill now abounding. The first and most imperative need, 
therefore, if the widespread urge for revolutionary betterment is to 
yield action, is to defme the options, to distinguish precisely what 
type of building or rebuilding will become possible in the years after 
the war. 

Past lack of indsiveness may have been due partly to unconsdous 
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evasion of the feet Aat there can be only two economic systems. If 
one system is the old order, the odier must be the new ! However 
disagreeable the thought^ if it holds die truth there can be no valid 
construction till it is faced. The choice on die economic front is 
perhaps best regarded as a choice of evils. Both systems are human 
insdmdons run by human beings ; and both are subject to abuses 
cau^g injusdee. A perfect system is inconceivable dll man is perfect. 
And it is vain to plead for a “ new order *’ as though some fresh scheme 
of economic reorganisadon could of itself contain the magic to cure all 
wrongs. The utmost that can be said of any preferred system is that 
it would seem likely to serve better than its rii^ given human nature 
as it is, or as it might be through immediate change. Even a restrained 
statement such as dus can be based only on opinion. Human nature is 
uncertain and varies from one community to anodier, so that a ^tem 
may serve one country well and be useless elsewhere. The exisdng 
economic system in each nation reflects some of the outstanding char- 
acteristics of its people ; in Germany and Italy, a readiness to accept 
Fermentation ; in Rus^a, an apparent ^ft for communal living and 
an educability that is fer from universal ; in the United States and the 
British Commonwealth a keen individualism with a most enduring 
edge. To graft an “ unnatural ” system on any of these countries 
might cause collapse. Moreover, a system’s efficiency depends not 
only on the quality of the people engaged, but also on their own per- 
sonal attitude to the system. Thus, were all British industrialists 
to proclaim with one voice dieir anxiety to become Civil servants, 
and to co-ordinate aU activity under the State, a system of State- 
control would emerge at once and would work superbly. Were 
they dragooned, however, into State Socialism, the hostility aroused 
mi^t paralyse the system. Considerations of this land cannot 
be exa^y measured ; yet they outwei^ all other factors to such 
an mttent that they preclude any scientific comparison of the two 
systems. 

Hence the position confronting those who demand a “new 
order ’’ is briefly this. T he term “ new order ”, used in the purely 
ec onomic sense, can mean only a system of State-ownership, since abat- 
is tiie only system organically differ^t from the one which now exists . 
Further, from the point ot view of plaiming, a partial change will ar^l 
little. The effective choice is between the system of Private Enterprise 




on the one hand and complete State-otwiership on the other. Finally, 
in the choice, a decision must be based largdy on opinion : in par- 
ticular, on opinion as to the potentialities of human character. 

The present •writer’s judgment is -worth no more dian another’s, 
but some statement may be in place. Part of the justi£cation is in 
later chapters. A system of complete State-ownership, once estahUsM , 
t s eems to me to offar one important advantage over iPrivate Enterprise . 

' TJnder State-ownersMo " fall employment” can be_guaranteed as a 
matter of cou rse — a statement, I should say, no longer in the realm of 
opinion (see Part II, Chapter V) — whereas under Private Enterprise 
the task of creating universal employment makes tremendous demands 
on human nature. If, of course, despite all the difficulties, Private 
Enterprise can be made to yield permanent “ full employment ”, the 
two systems are equal on this count. 

Ihe qualifying words, ” once established ”, raise immense i^es. 
It is precisely those forces -which prevent Private Enterprise &om 
fimcdoning well which likewise o bstruct the change to State-owne r- 
sHp. And it is the apparent hopelessness of any attempt to introduce 
this State system whidi has led to its being generally ignored by the 
demociades. 

To the difficulty of transition must be added the d ifficulty of main - 
ta ining State-Q-wnership once it is in bemg . For unless it is upheld by 
the common cottsent of a praraful people, anti-revolutionary force 
•will be required to protect it, -with the accompaniment of censorship 
and abolition of free political assodation and thought. 

To these main points it -will be necessary to return. Anothe r 
c onsideration, in the comparison of systems, is Ae advance of technia l 
e ffidency . It is conceivable that a rising standard of effidency may be 
more surdy secured under Private Enterprise than under State- 
ownership. On this, however, there can clearly be no authority, but 
again, only opinion. State-o-wnerdiip may foster efficiency in one 
country and not in another ; or it may thrive under one Admi^tiation 
and M under the'next ; or it nay ^ve good results at first under the 
spur of revolution, the pioneering instinct and fierce rivalry -with 
existing capitalist regimes, while declining later when this spedal 
stimulus is absent. The -wisest judgment on the technical progress of 
die two systems -will be the most hesitant. 

Other considerations relate to the kinds of freedom which ate 
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or sacrificed in each system : consumers’ freedom, employers* 
freedom, employees’ freedom : freedom to be honest or dishonest, 
freedom to co-operate or compete ; freedom to exploit resources, 
freedom from personal exploitation. A separate volume would be 
lequired to examine these fully. Mv feeling, in brief, is that ifPrisate 
Entemrise could be planned to fdite permanent “ full employment ”, 


u nder State-ownership. But tlM high hope depends most 
on the ability, under Private Enterprise.^ 




mam issue is thus underlined. The essential problem is to 
wei^ the difficulty of plammg Private Enterprise to give “full 
employment” against die diffi^lty of introducing^ and then main- 
tming^ State-ownership. 

The function of an enquiry into reconstruction is to provide 
the basis for a judgment on this issue. It should indicate the 
measures involved in eidier course, so that, althou^ judgment is 
still in the realm of opinion, the altemadve programmes are at least 
defined. 


For this purpose it is necessary to assume as background, not one 
system alone, but each in turn. Thus in the first four Parts of this 
volume the setting assumed, except where otherwise stated, is Private 
Enterprise. The main effort of the present enquiry has in fact been 
devoted to the construction of a national plan within this setting. 
And the enquiry was first xmdertaken in the full eiqiectation that, ^ven 
the prospect of some projection of wartime liberality into the years of 
peace, an effective national plan could be devised. 

However, when the enquiry was almost complete, doubts 
to grow. Evidence accumulated that a series of political, industrial 
and sodal barriers would be raised against any plan designed nnriw 
Private Enterprise, and that althou^ eadi separately might not be 
msuperable, together they present a most fo rm idable hat-ripgd f*. 

It seemed wise, therefore, to consider the alternative. A fifth Part 
has been added, the main object of which is to examine the problems 
involved in effecting the full transition to State-ownership. TTie 
assumed economic setting is thus changed. Consideration is given 
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both to the difficulty of reaching the goal of complete State-o'wnership 
and to the task of holding the position once gained. 

It is noteworthy that should the conclusion be reached that State- 
ownership is the preferable system, this would not make the study of 
planning under Private Enterprise superfluous. A minimum period 
for transition to complete State-ownership will be five years. In 
Russia the time taken was much longer. Hence, planning in the 
early stages of transition will proceed in conditions which reflect ^ 
the difficulti es of a private economy. A Government which is ben t 
on establishing State-ownership cannot afford to fail during this first 
period. To avoid failure it will need to evolve an “ interim plan ” 
wherein full account is taken of the environment of Private Ente^rise. 

Thus, whatever the ultimate system proposed, the initial stages of 
"^post-war reconstruction will be substantially the same — a belief 
developed in the last chapter of this book. There, in summary, two 
alternative four-year plans are set side by side, one based on the 
assumption that Private Enterprise is to survive, the other taking as 
point of departure the intention to introduce State-ownership. The 
essential features of the ^lans are alike in the first two years, and in 
the third year they still Imve mudi in common. It is ody when the 
State has absorbed about three-fourths of the country’s total capital 
that it can with safety adopt a completely new framework for the plan. 
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A World-Wide Chain of Naiimal Plans 

On ihe dedaiadon of peace, statesmen everywhere will be confironted 
with the question, Should planning be regarded primarily as a national 
or as an international problem ? What will be their sound procedure : 
to appoint purely national Committees for the study of each phase of 
reconstruction ; or to convene at once an International Economic 
Conference ? If both procedures seem sound, on which should the 
emphasis rest ? Where is the true “ centre of gravity ” in planning ? 

This Enquiry is based throu^out on the assumption that so long 
a s nations preserve their sovereign control over money and taxation , 
the central feature in all economic teorGanisation will be the nattonal 
p lan. It is not ignored that nations depend pardy on foreign trade and 
tlat national plans will work most smoothly when the uncertainties 
of~5ucn trade are ruled out by mternaoonal agreemen t. Cin seeking 
^ort markets, every country meets tariffs, prohibitions, licence and 
quota systems, preferences and regional agreements, all of which ate 
established by other States. Furthermore, all countries borrow, lend, 
repay and are repaid, and in the process make use of foreign currency 
the value of wHch tiiey do not control. In numerous ways, therefore, 
national reconstruction is liable to be disturbed by external conditions 
unless the nations concerned are willing to enter into accord ; and 
international Conferences would seem indispensable for stabilismg and 
rdnforcang the otherwise insecure national plans of the several States.) 

Nevertheless, ev en thou^ the interdwendence of nations may 
t each a stage of dev^opment far beyond anything hitherto known, 
national phmning will always take preced^ Wer,_intemationa l 
planning so lottg as several nations preserve their monetary and 
fecal contro l. The reason is not simply that the centre of p lanning 
must coincide with the centre of power, though this is important. The 
m ain justification is that international planning itself will utterly break 
doTO unless it rests .on a foundation of effi cient national planning . In 
1927 the first World Economic Conference met to deliberate on trade 
barriers and otiier international questions affecting industry, agricml- 
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tore and commerce. One issue vehemently debated -was whether 
agricultural tariffs should be raised to the level of industrial tariffs, or 
whether industrial tariffs should be lowered to the level of agricultural 
tariffs. Alter exhaustive discussion, agreements were reached on this 
and allied questions, all of which reflected substantial approval of a trend 
towards free trade. The resolutions unanimously adopted mightreason- 
ably have been held to foreshadow a new era of internationalism in 
commerce. But whatever advance may have been made in the ensuing 
months, it was abruptly and decisively arrested when, in the winter of 
1929-30, the whole competitive world shared America’s industrial 
Iwdslide. There was no longer talk of free trade nor of international 
planning in 1930 ; and from that year onwards nationalism gained 
ground increasingly till it reached its obvious culmination in 1939. At 
Ae beginning of the period, the depression everywhere was sudi that 
nations had little thought for anything save their own markets, safe- 
guards and ultimate solvency. And when in 1933 a second World 
Economic Conference was called as the last gesture of those who hoped 
to stem the onrush of nationalism, it failed pitifully. Nationalism had 
already won. 

The chief fault lay in be^nning at die wrong end. States which 
lack the drive and ingenuity to invoit national plans will never And 
a remedy through conferring internationally. It is only when the 
i nternal situation is developing healthily that a nation finds it easy to be 
generous and to offer that liberal front to other nations which smoofli s 
th ewav for agreem ent. It follows that if it is possible, as is here assumed, 
to devise an independent national plan which will cany a nation nine- 
tenths of the way towards recovery, such a plan should be adopted and 
exploited to the full as the true preparation for international planning. 

It seems scarcely an over-statement to say that had the United 
States alone been prepared with a national plan to meet the emergency 
of 1929, the world would have been saved die fatal calamity of 1930. 
For althou^ certain countries, including Germany, may have been 
ripening for some reaction, the extreme severity of the world depression 
appears to have been due largely to the spread of contagion from 
America. Other countries cannot presume to judge, however. If Italy 
had been armed with an economic plan, there would have been no need 
for a military plan in 1935. The fate of Abyssinia would have been 
what the Government of Italy itself proposed before 1930 : freedom 
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and independence. If Germany had possessed an effective plan in 1929, 
the race between Communism and Nazism would never have begim. 
There would apparently have been no Second World War. Again, 
however, it is not for other competitive nations to complam. Great 
Britain, France, Japan, the Dominions, the Netherlands, Belgium, 
Poland and many others were equally devoid of pr^aradon. Indeed, 
far from being prepared to plan, the majority were preparing deliber- 
ately not to plan, inasmuch as thqr had restored the gold standard and 
resumed rules which, while not absolutely precluding independent • 
policy, rendered it so difficult that no national plan could be designed 
in emergency. 

Argument from event is always rather insecure. But the conclusion 
towards which these paragraphs converge — namely, that the national 
plan is all-important — does not depend on history only. The sub- 
stance of the theory is this. The chief aim of economic planning, 
whedier national or international, is to maintain and steadily etqpand 
markets. The world market is the sum of all national markets ; and 
it can -be enlarged only by enlargmg national markets. The one 
Audiority possessing the power to expand a market — which is, when 
analysed, simply the buying power of the people comprised in it — is 
the Authority which controls the issue, distribution, and redistribution 
through taxation, of money. TIat Authority is the Government of a 
sovereign State. Planning, thoefoze, must proceed from this State 
Government, and will be concerned in the first place with the eiqiansion 
of the buying power and the markets under its direct dominion. 

In brief, when there are sbcty or more national plans and as many 
expandmg national markets, the world market as a whole will become 
thoroughly buoyant. In the end it will absorb all that the world can 
produce, provided that production is duly balanced. International 
plannmg will then enter and assume one of its true functions, which is 
to preserve the proper proportion between the supply of diffe rent 
products, as shown by the relative demand for them. Associated with 
this task is the intemational distribution of all frictors of production. 

Following this logic, a possible procedure for the British Govern-, 
ment after the war would seem to be, first, to malre sure that its own' 
national plan is complete and effective especially as regards the main- 
tenance of the bu^g power of the British people in all • 

secondly, to examine «ich British industry with a view to determining 
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its part in the national plan and giving it all the support possible vdih- 
out injury to other nations j thirdly, to seek the co-operation of 
foreign nations in solving the problems of internatio nal intinetri^g 
as coalmining, cotton, iron and steel, and the main branches of agri- 
culture ; fourthly, to attempt by Conference and by the creation of a 
permanent Intemarional Planning Organisation to spread the 
of planning among all peoples. 

The ultimate goal, so long as the world is composed of more than 
one nation, is a world-wide chain of national economic plans. To this 
end the first need is a single effective plan : a plan which is national 
without being nationalistic, which enlarges die nation’s demand for 
both home and foreign products, safeguards it from the worst reper- 
cussions of foreign crises, and establishes it as a permanent centre of 
stability. To evolve such a plan without the stimulus of preparation 
for war and wiriiout diminishing that liberty of thought, speech and 
action which is essential to manhood, would appear to be an economic 
condiburion worthy of any State. 



CHAPTER IV 


Past Experience : isi8-t$2z 

A STUDY of the weeks immediately following the Axmistice of ii 
November 1918 gives much ground for reassurance. In Great Britain 
the depr essing was slight ; indeed it scarcely merited the name of 
“Armistice sl ump Only diree industries were seriously affected, 
while the average of unemployment recorded by Trade Unions in the 
first six months after the war never exceeded 2*9 per cent.^ 

Among the industries wludi felt some reaction, Engineering, 
as mig ht be expected, met with difficulty at an early stage owing to 
the sudden halt in munitions work. The Labour Gazette for December 
1918 reports ; “ The engineering trades were very busy up to the 
date of the axmistice ; during the following few days many works 
stopped, and on subsequent resumption there was a large transfisr 
from war work to other engineeting work. At the end of the month 
the state of employment was good.” Employment for skilled engineers 
remained iairly satisfactory throu^out the winter ; but women and 
unskilled labourers were dismissed in large numbers. The heaviest 
unemployment sustained by Engineering as a whole was 14-18 per 
cent, at the end of Fd)ruary 1919. 

Of the textile industries. Cotton appeared to be most seriously 
affected. The first quarter of 1919 was said to be one of the worst 
periods in the history of the Lancashire trade. The dislocation was 
not, however, due to the change from war to peace demands, but to 
spedal factors such as the breakdown of contact with Eastern markets, 
monsoon conditions in India, and restrictions upon export to neutral 
countries in Europe. 

Another large industry affected was Building and Construction of 
Works, scandalous thou^ it may seem. The decline in this case 
''uld not have been purdy seasonal, for the general slackness con- 
"d until May 1919. Even at the end of April, unemployment still 

chief sources used for dus chapter ate die League of Nations Mmihfy Bidhttn of 
1 PtAbe JiiiiaRe^ tpaa-eff, die Mmttty o/ Labour Gojtnt, Tha Eammutt dw 
Arsountt of the United Kuigdom, and the United States Tnatury Rtpom and 
» BAktui Refetenees to otto sources ate made m the text. 
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Stood above lo per cent. There were signs that one obstacle to the 
growth of building was lack of materials ; and if this was so the eroeri- 
ence should be highly suggestive to a future Minister of PeaceW 
Supply. 

The general condition of all other industries appears to have been 
sound throughout the sbt months following the Armistice. Much 
encouragement may be drawn not only from this, but also from the 
knowledge that the good fortune did not arise from any prescience or 
design of the Government. Still better results might he gainpiT through 
adequate preparation. 

Abroad tiie experience was much the same. In die United States 
the slump appears to have been inconsiderable, and the BuUem of the 
New York State Industrial Commission contains the following report 
in Mardi 1919 : “ Contrary to a general impression, the discharge of 
workers in New York State Victories smce the signing of the armistice 
has been gradual and moderate in character. Of course the adjustment 
has been radical in typical war industries, such as the manufacture of 
munitions, but regarding manufacturing in the State as a whole, the 
situation is otherwise, as die following percentages of decrease indicate. 
From November to December the total decline in the number of 
workers employed was i per cent j from December to January the 
decrease amounted to 5 per emit. ; and from January to February the 
decline was but i per cent.” Later the impression was recorded that 
by May 1919 the post-Armistice adjustment of industry in New York 
State was complete. 

On the Continent, Germany suffered more acutely than most 
nations. The Trade Union returns for the end of January 1919 
showed an unemployment percentage of 6-6, denoting an abrupt 
decline of activity in certain basic trades. The causes ranged from 
revolution, strikes, disaffection and, so it was reported, general un- 
willmgness to work, to war-engendered factors such as the collapse of 
transport, continued economic blockade and changed political bound- 
aries. All these causes found expression in one outstanding economic 
effect, namely, extreme scarcity. There was a shortage amounting 
almost to " fenune ” in iron and steel, the ore being normally drawn 
from Swedish or Lorraine mines ; and an equally serious breakdown 
was reported in the supply of coal. 

Germany’s troubles spread to neighbouring nations. Switzerland, 
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as importer of German steel, suffered from the high cost of materials 
for die BtiginMiing industry ; coal was scarce ; and die difficulty of 
pypnrtin g goods via Germany caused further embarrassment. In the 
Netherlands, unemployment among reporting Unions mounted to 19*5 
per cent in February 1919 ; but in view of the severity of Dutch 
se a s opgj conditions undue emphasis diould perhaps not be laid on this 
figure. By. October 1919 the percentage had fellen to 4*0. Among 
Norwegian Trade Unions there was a decline from 4-3 per cent at the 
end of 1918 to Z ’6 per cent three months later. In Sweden unemploy- 
ment was 3’4 per cent in December 1918, and althou^ there was a 
considerable rise in the following months, the figure was agam below 
4-0 per cent by August 1919. 

A perusal of Tie Eeonondst*s foreign correspondence received after 
the Armistice yields litde evidence that there was any persistent dread 
of unemployment, except in certain countries as the consequence of 
the dearth of materials. The prevailing sentiment of die period would 
seem to be accurately eiqiressed in the comment of the Labour Gaieue 
for hforch 1919 : ** At the present time the world generally is short of 
almost everything, and there will be an abundant amount of work to 
be done as soon as trade and industry have readjusted themselves to 
the new situadon 

Although the British Government took no deliberate steps to 
secure the counttys immunity from depression, the actual financial 
policy of the post-Armisdce period was admirably suited to the 
occasion. It was both sound and inevitable. Moreover, the same 
policy will be adopted after the present war, with the same inevitability 
and foe same good effect. It consists simply in continuing to finance 
eiqienditure by means of an unbalanced Budget. 

In 1918 the policy was apparendy world-wide. At the end of that 
year every nation with a laige army in the field, whether b ellige rent 
or not, was compiled to continue spending lavishly. To balance the 
Budget was in many cases virtually impos^le. And one effect of the 
prodigal expenditure was to maintain consumption everywhere, rbwa 
preventing any serious failure of the world market. 

An economic generalisation may be noted here which is of the 
deepest importance for any system of planning. Whenever a Govern- 
ment has an unbalanced Budget — whether it be iinhalanrprt for pw/v. 
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or for war purposes — the effect is to stimulate consumption. Even in 
peacetime, by far the greater part of a Government’s payments are to 
people who consume marketable goods without producing more of 
such goods in return for die payments : for example, Civil servants, 
members of the Forces, teachers and other public employees, togedier 
with great numbers of State dependents receiving allowances, braefits 
or pensions. At the end of a war, eiqienditure of this kind is much 
swollen by the employment of thousands of men on demolition, the 
dismantling of works and camps and the restoration of devastated 
zones. Demobilisation involves further expense. After the last war 
the Bridsh Government spent approximately ^^130 million on war 
gratuities alone. 

When the money thus paid to consumers is not drawn from taxes, 
but is borrowed, it invari^ly leads to a net increase in consumpdon 
unless industry has already reached full capacity. For if the money is 
borrowed from the public, it is transferred from those who are anxious 
to save, to others who will use it mainly for consumpdon. If borrowed 
from the banks, it consdtutes new money applied direcdy to con- 
sumpdon. 

For several months after the fitting ended in 1918, public expendi- 
ture far exceeded public revenue in the world as a whole ; and as a 
result consumption was most powerfully sustained. The apparent 
miracle of escape from a severe post-Axnusdce slump was not indeed 
ma^cal at all ; it was the inevitable consequence of ^e overwhelming 
influence exercised by unbalanced budgets. 

Some conception of the hugeness of the deficits can be gained from 
certain typical figures. In Great Britain the excess of expenditure over 
revenue in the quarter ended 31 March 1919 was £149 million. And 
during the remaining nine months of 1919 &eie was a defidt of £430 
million, or nearly two-thirds of the amount raised by revenue in that 
period. 

Reports of the Secretary of the United States Treasury reveal a 
defidt of over $4500 million from the beginning of December 1918 to 
the end of Septeiiier 1919. Thereafter the quarterly returns showed a 
surplus of revenue. 

In France, according to figures published by M. Q&nentel,* the 
Budget defidt was 46,000 million francs in 1919, or more than three 

' See League of Nations, PidSe Rnanet, is^z-^S. 
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and a halftimes tiie revenue for that year. The 1920 defidt was 38,oc» 
million francs ; and for the period 1919 to 1924 ^ aggr^te was 
160, joo million francs. In Bdgium, revenue fell short of expenditure 
by about 2i,joo million francs during the years 1919-25. In Italy, the 
defidt on current account which had reached 17,409 million lire in 
1920-21 was gradually reduced in the succeeding years, but was not 
converted into a surplus till 1924-5. Switzerland had an unbalanced 
Budget till 1926. Spdn was likewise in financial difiiculty up to the 
same year. Of the defeated Powers, Germany, Austria and Hungary 
were in such straits that they were obliged to resort to extreme infla- 
tion, and figures of defidts ^d Htde meaning. 

The position in Europe immediately after the war is summarised in 
die League of Nations report on Puilic Finance, i^zur-zG ; “ When the 
situation was reviewed at the International Financial Conference of 
Brussels in 1920, there were only four countries m Europe — the 
United Kingdom and, among ex-neutral countries, Denmark, Norway 
and Sweden — that ^d succeeded m balancing thdr budgets, while 
in all the other European States there was still a large gap between 
total revenue and eiqienditure and in many cases that gap was being 
filled by recourse to the printing press. Expenditure was still swollen 
by war charges and outlay on reconstruction ; the fiscal systems 
generally were in a process of reorganisation ; reparation and other 
external liabilities were still tmdetermined ; and the mdstence of 
floating debt created great difficulties for the various Treasuries.” 


The Replacement Boom, isiQ-zo 

Tl te drawbadc to an unbalanced Budget as a means of redving 
tgde is that unless the method can be sudfilv reversed after a certmn 


point, it leads to inflation. No instrumen t o f o lanninp r would 
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enoimous scale : the replacement of stocks of matprials^ inventories 
and consumption goods, capital equipment and plant, communications 
and facilities for transport, houses and otiier consumption-investment 
goods. When it became dear that the market was avid for such goods, 
entrepreneurs abandoned themselves to a single-minded stru^Ie to 
be first with supplies. Everywhere firms worked overtime to wring 
the limit of advantage from ^e rising market. 

Expenditure on capital equipment, it may be noted, has the «inn. 
effect irtitially as Government expenditure. It gives new purdiasing 
power to people who buy consumption goods witiiout immediately 
adding to Ae supply of such goods. A sudden burst of expenditure on 
equipment must dways accentuate the scardty of consumption goods 
and force up their prices. 

The rise in world prices in the seven months from September 1919 
to April 1920 was of the order of 25 per cent. Index figures of whole- 
sale prices expressed as a percentage of the average for 1913 showed a 
rise during tltis period from 244*6 to 3057 in Great Britain (Economist 
index) j 221 to 265 in the United States (Bureau of Labour Statistics) ; 
371*7 to 679*1 in Italy (Eae^i) j 257*6 to 300*5 in Japan (Bank of Japan ) ; 
319 to 354 in Sweden (Svensk Handebtubmg) ; and 361*9 to 590*6 in 
France (Statistsque ginir<de). 

The upward surge, once b^jun, gave rise to every kind of vicious 
circle which typifies an infiationary boom. In the first place, tiie 
progressive growth in the cost of living led to the general driving-up 
of wages. Ihis impHed both increased costs to producers and a parallri 
increase in the community’s capacity to buy tiieir products. Accord- 
ingly, when they continued to raise prices in view of the higher costs, 
the market was not deterred from buying. On tiie contrary, the more 
prices soared, the more keenly did consumers buy in order to forestall 
any further rise. Secondly, certain costs lagged behind the upswing of 
prices, so that every fresh Irap brought more profit. Employers found 
themsdves with greater means and a greater incentive to expand ; and 
their efforts to expand caused still more vigorous bidding-up of prices. 
Thirdly, the fret that trade was good meant that employers could 
secure accommodation readily from banks. The larger the credits 
granted to them, the more furi did they pour on the infiationary fire. 
Finally, mptrliants and manufreturers were induced by the swift rise 
in prices to order materials up to the limit of their power, partly to 
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avoid future ejqjense, partly to profit from the rising market. Probably 
this action created the worst form of vicious circle from the point of 
view of subsequent effects ; for the larger the volume of orders given 
before the crisis, the longer was the period of dullness in buying there- 
after. 


Gieei and Crisis, 1920 

The end of the boom came at some point between January and 
November 1920 in every country affected by it. Wholesale prices 
reached their peak in die United States at the begirming of February 
1920 according to the Bradstreet index, thou^ later according to that 
of the Bureau of Labor Statistics. In Japan a seriously adverse balance 
of trade caused special difficulties in ffie first half of the year, and after 
a period of financial strain it was announced that certain important 
banks had failed. Prices began to collapse in March 1920. The turning 
point in Great Britam was reachel in the same month, according to The 
Economist index. In Germany, Italy and France (Stadsufue ginirale 
index) prices touched their pes^ in April. Sweden and the Netherlands 
eiqierienced the downward turn during the summer. In Norway it 
was delayed till September ; in Denmark till October. 

The times at which the check to inflation occurred in the different 
countries were thus so dose together that a certain inference mi^t 
seem justified concerning their interdependence. Until the early spring 
of 1920 all countries were involved in what seemed to be a headlong and 
irresistible boom. Cumulative forces were at work, and were appar- 
ently of such strength that they might have been expected to cause the 
inflation to continue at least in some of the countries mentioned. 
However, not one among those which published a price index experi- 
enced any substantial rise between April 1920 and the end of the year. 
Sudi a phenomenon would seem to point emphatically to connecting 
links spreading over the entire industrial world. 

That such links exist can scarcely be denied ; but it r emains open 
to question whether tiiey imply the subservience of every nation to the 
whole. Another explanation of the common e 3 q)etience of 1920 is at 
least possible, namely, that, in spite of the powerful inflationary forces 
at work, the upward movement was being undermined in all countries 
at once by forces arising from the aftermath of war ; that all were thus 
becoming independently “ripe” for reaction ; that only the slightest 
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shock -was needed to plunge each into depression; and that the 
collapse of one country was little more dian die s^nal for the collapse 
pf others. Two ways may be suggested in wMch this “ rip ening ” 
may have taken place. The first, and more important, -was through the 
progressive completion of the process of re-equipment. It is said fiiat 
four years are needed for a country to reach full capadty in -war 
production. A much shorter period would seem to suffice for changing 
back to peacetime industry, since much of the plant required is already 
in being. Thus if fidrly complete replacement can be accomplished m 
two years, the end of that period will be marked by a double influence 
tending to check inflation : an increasing deluge of consumption goods 
coming from the new capital equipment ; and the dismissal of workers 
no longer required to produce such equipment. Enlarged supply and 
reduced demand must very soon check any boom. 

Another partial cause of the maturing of the boom may have been 
the progressive inflation of orders from merchants and retailers. 
Whenever there is an artificial ballooning of demand due to fear of 
scarcity rather than to actual consumption, any break in confidence, 
however caused, leads to an almost complete cessation of ordering for 
many weeks. Although the evidence is only fragmentary, it seems that 
towards the end of the boom in 1920 orders for future delivery fiir 
exceeded any reasonable ejqtectadon of consumers’ needs. Very litde 
discouragement -was therefore needed to reverse this condition and 
cause the most sanguine of buyers to become suddenly afraid. By the 
end of 1920 markets were almost universally stagnant. 

It may be noted, further, that any failure of confidence destroys all 
the -vidous cirdes on which a boom depends for its forward drive. 
Buying in antidpation of higher prices stops abruptly. Business men, 
made suddenly cautious, hesitate to embark on further expansion. 
Banks become conservative in lending. And unless wages continue 
to be forced up-wards, not one of die factors which sustain the rising 
spiral survives the shock to confidence. 

Undoubtedly the influences mentioned above as tending to bring 
the boom to an end were operating in all countries at once. Re- 
equipment -was everywhere w^ advanced. The defidency of materials 
-was bemg remedied. Consumption goods were no longer scarce. 
Thus if the chedt came to all countries -withm the same few months, 
this may not imply that they were together by unbreakable 
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but that all were in the same unstable condition for the same 
special reasons ariang from war and post-war developments. 

After the spring of 1920 there were marked differences of policy, 
in the various States ; and these differences led to widely varying 
ejqjeriences — a fea which strongly supports the view that iridepend- 
ence is possible. At one extreme, Great Britain and the Unit^ States 
adopted a rigorous deflationary programme and suffered acutely. At 
the other extreme, Germany, Austria, Hungary and Poland were so 
far from behg able to balance their budgets that they were obliged to 
continue an expansionist policy. In general, these countries had the 
same experience then as they had in the post-Aimistice period, though 
much exaggerated. Because thdr budgets were unbalanc^, they 
escaped severe depression in 1920-21 when the rest of the world was 
in die depths of it / and pardy for the same reason they were later 
caught in a whirlwind of inflation whidi, at least in Germany, Austria 
and Hungary, made their currendes wordiless. Had they been able to 
continue with large defldts until the middle of 1921, thereafter swiftly 
increasing revenue to equal or exceed expenditure, they would have 
avoided both the worst of the depression — not, of course, eliminating 
it altogether — and disastrous inflation.' But such polides are for the 
future. 

The Gaman price level, it may be noted, soon recovered from die 
slight fall which took place in 1920, while prices in America, Great 
Britain and elsewhere were frdling catastrophically. There was a peak 
in Germany in April 1920, then another, somewhat hi^ier, in Novem- 
ber 1920 ; then, after some further recession, prices began to climb 
steeply in the summer of 1921. In 1922 full infladon was agam un- 
leashed. During the whole of 1921 the heaviest unemployment 
recorded was 47 per cent. 


D^ladon^ z (>20-22 * 

There is no final proof that any factor so far noted as having tended 
to “ mature ” the boom would have independendy caused it to break. 
Litde doubt seems possible, however, that without support from any 


^ ’ Utidsin is not implied. The fiulure to balance die Budget, and die inability to 
the odiange tate — another fiietor responsible for die infiadon— wete due primarily to im- 
posed condidons. 

* A fidler account of the monetary policy of this period ia ^ven in a du^ by E. V. 
Moigan in VoL II. 
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Other restraint, the iinandal poli^ deliberately adopted by the Rti tig'h 
Government m 1920 would have brought inflation to a sure and abrupt 
end. 

That policy was founded on the recommendations of the CunliSe 
Committee, which reported first in August 1918. The twelve pages in 
which the Committee announced its preliminary findings show but 
one concern : to remstate the gold standard, implidtly at pre-war 
parity, as soon as possible after the war. 

During the first twelve months of peace the Government paid little 
heed to the Committee's counsel, for, as noted, it continued to spend 
laviriily. But at the end of 1919, when the Committee met a second 
time and issued a further report reiterating its main conclusions, the 
Government immediately gave effect to the specific proposal whidi it 
put forward as a first step. This was that, subject to certain emergenqr 
arrangements, an upper limit should be fixed to the fidudary issue of 
notes, and that the actual maximum fiduciary issue reached in any 
year should become the legal maximum for die following year. In a 
Treasury Minute of 15 December 1919 this prindple was establidied 
and ^£320,600,000 was fixed as the maximum issue for 1920. 

Clearly, trade cannot expand indefinitely when the fiduciary note 
issue is restricted. The possibilities of further etqtansion, once the 
limit has been reached, depend on the inflow of gold, the reduction of 
reserve ratios by ban^ an increased rate of turnover of deposits or 
velocity of circulation of notes, or the invention of new forms of 
money. None of these could proceed far without the connivance of 
tile banks ; and during 1920 ^e whole bankmg system threw in its 
wd^t to support the Cunliflfe policy. Discount rates were raised and, 
throu^ the medium of the commercial banks, credit was to some 
extent “ rationed ”. The Bank of England, having raised the Bank 
Rate to 6 per cent, on 6 November 1919, advanced it further to the 
exceptional level of 7 per cent, on 15 April 1920, and kept it there for 
twelve months. 

This policy was accompanied by a sharp reduction of Government 
expenditure and the creation of surplus revenue for the reduction of 
dd)t. The “ real surplus ” available for debt extinction in 1920-21 
'was £230,600,000. Some of this was used for cancelling floating 
dd>t. 

The result of the combined policy of the Government and banks, 
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coupled with the effects of reaction from the boom, was to depress 
wholesale prices from 3iO'2 (Economist index) in hferch 1920 to 178-6 
in June of the following year. Unemployment^ as reported by Trade 
Unions, rose from 0-9 per cent, in April 1920 to the unprecedented 
figure of 23-1 per cent, at the end of the same period. Among insured 
trades the percentage reached ly-S in June 1921. 

The United States followed the same policy, with the same dire 
results. The New York Federal Reserve Rate was raised to 7 per cent, 
on 1 June 1920 and was not lowered till May 1921. The National 
(Domestic) Debt, which stood at $25,482-0 million on 30 June 1919, 
was reduced to $24,297-9 million on 30 June 1920 and $23,976-2 
million on 30 June 1921. 

The depression was marked by a collapse of prices of about 45 
percent, and a degree of unemployment which defied all computation. 

It seems improbable that any part of die world entirely escaped 
the slump of 1921. The great majority of countries, including especi- 
ally those whi^ joined in deliberate deSadon, suffered not much less 
dm die United States and Great Britain. 

In present days the maintenance of a 7 per cent. Bank Rate when 
men ate being discharged by the hundred thousand would be evidence 
of derangement. In 1920-21, however, such policy formed part of a 
crusade. The authorities were engaged in a cause the importance of 
which was to them absolute ; the resumption of the gold standard at 
pre-war parity. Before the war, London’s eminence in world finance 
had sprung pardy from its ability to mamtain a gold standard with a 
perfecdy free gold market. All traders at home or abroad who could 
secure sterling could thereby command an unvarying weight of gold 
at the Bank of England and dispose of it as they wished ; and prin- 
dpally for this reason they were prepared to recognise London as 
mtemational financial headquarters. 

Duti^ the war the exchange of sterling for gold had in practice 
b^ subject to restriction,* and die aim of the authorities in pursuance 
of the Cunliffe proposals was to restore die pre-war position. This 
meant acchan^g sterling for gold again at exacdy the same buying 
and selling prices for gold as prevailed before the war. No difficulty 
would have arisen but for the feet that the value of gold was being 

* The legal fiction of convertibility was maintained during the war. 
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dustties producing capital equipment — Engineering, Shipbuilding 
and Iron and Steel, in particular — to others producing consumption 
goods. Owing to de war and its after-effects, industry was unbalanced, 
and part of tiie cure for unemployment was to correct the balance. The 
l^anlrs were thus by no means responsible for the whole depression. 
This appears to have been due to three main factors : the preceding 
boom, which was attributable as much to industrial and Govern- 
ment action as to that of the banks ; the deflation of 1921, for which 
monetary and banking policy must be largely blamed ; and the over- 
expansion of war industries. To assess the relative waght of each of 
these Actors is scarcely possible, and tiie attempt would not be fruitful. 
The constructive future task is to devise new monetary and non- 
monetary plans which will not merely avoid error but will give employ- 
ment wherever it is needed. National planning involves a totally new 
conception of the positive function of the Government and banks as 
the duef creators of worL And it is to the development of this positive 
work-creating function that the main attention should be addressed. 

In Volume II on International Planning it will be necessary to take 
up the narrative from 1921, country by country. For present needs 
an account ending in that year is enough. Although th^ can be no 
final assurance that past experience will be relevant, the events following 
the last war prompt certain observations which would seem valid for 
almost any similar occasion. A summary may be in place. 

Firsts these events give ground for strong hope, at least as regards 
the first two years after the war. Assuming ^t Great Britain emerges 
a free nation, the last day of the war will mark the deepest point touched, 
the nadir, the bedrock of poverty &om which only improvement can 
follow. Thereafter, as in 1918, ships and other means of transport 
which now carry war material will carry food and other essential goods. 
Madunes will be turned from war production to the manufacture of 
the fundamental needs of civilised life. Labour will be diverted from 
destruction to construction. In a few months the worst stringency 
should be past and forgotten. 

As regards employment, the evidence shows that countries can be 
saved by the very extremity of their stress. Because, after 1918, an 
almost crushing wei^t of reconstruction had to be nndprtatrpn and 
because huge armies of people were still being mainta ined in non- 
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CHAPTER V 
Principles of Planning 

It ■will be helpful to begin tlie discussion of national planning by 
considering first the simplest case, namely, diat in which the State 
owns all industry. Wliere the State is in complete command, industry 
is one firm; the principles of planning become self-evident; and when 
the clear outline which tliese principle gain in such a setting has been 
distinguished, die same outline can be considered in reladon to Private 
Enterprise. 

In a system of State-ownership, planning is built on a skeleton of 
four main decisions : , 

(i) The first of these governs the q uantity of consumption goods 
to be produced during the year immediately in prospe ct. This dedsion 
e ntails a compromise between present and future needs . Labour not 
requited for making current consumption goods can he diverted to the 
manufacture of capital equipment for raising future standards ; and 
the decision determining the output of goods for immediate use is 
therefore reached after full consideration has been given to the relative 
importance of the future. 

This decision gives rise to a twofold plan of producdon. The first 
part concerns the manufacture, with a minimum of labour, of that 
quantity of consumption goods which has been approved for the 
coming year. The second is designed to absorb all the remaining 
labour in the production of capital equipment. Every detail of this 
second part is governed bv consideration of tiie~particular leind~of 
c onsumption goods which the country will most urgently need for 
i mproving its future standard s. ' 

Upon the magnitude of this joint plan depends the power to abolish 
unemployment completely. The size of the plan depends partly, 
however, on the ability to pay all people engaged ; and its success will 
be judged by the capacily to arrange for the consumption of every- 
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tfa mg produced . The three fiirther derisions are designed to secure 
these ends: t o make sure, in particular, that the cominimity atiall v. . 
e ndowed 'widi enough " consuming powe r **. 

(2) Under a second derision, the price bst of all current consumption 
goods is establi shed. 

(3) From the prices shown, coupled with a further list giving the 
quantities of the articles to be produced, an estimate can be made of 
the total price of the coming year's consumption goods. A further 
derision is then required tfxpyr the scale of wages^ salaries and benefi ts 
Ar^hottt indtutry and the nuhlic services, so that the total of die se 
t rill yield a national money-income sufficient, after allowing fo r 
h oardmg, to meet the estimated total pric e. 

(4) The final derision determines the method of creating new 
money, and injecting it into the system , so that the scale of salaries, 
wages and benefits, as fixed, can be paid. 

Money, in a system of State-ownership, circulates in murii the 
same manner as in any other sj^tem. It moves in a continuous flow 
from the State m die wage-earner in return for labour, and htukfiom 
the wage-earner over the counter to the State in payment for State- 
produced goods. Money thus recdved by the State in exchange for 
goods in one period is used for paying the wages of those who produce 
goods for sale in the following period. But diis money will not be 
enough to meet the total wages-salaries-benefits bill whenever, for any 
reason such as increasing effiriency, it is derided to raise this total ; 
and the defirit will have to be made up by new issues of money. 

One mediod of mpptin g the deficit would be for the State to create 
new money throu^ its Banking or Issue Dep^ment for paying 
sorial benefits or die salaries of its own administrative staff. The 
State’s revenue for this purpose is ordinarily drawn from the margin 
between (a) the total price of all consumption goods sold durinjg the 
year and (b) the total cost of wages and salaries direcdy involved in the 
production of the goods. Whenever diese wages and salaries are 
raised, Le. out of the proceeds of sales, the mar^ fells and Ae readue 
of money left for the State is not enou^ to finance its public sendees. 
The simple adjustment is for the State to create more money for itself 
throu^ its Banking or other relevant Department.* 

> Hiereisnondcofundesueduiaationuiihisidieni^siiic 

goods IS aibinnly find at die outset under Decision (2} 
money supply, not vioe versa 
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Under State-ownership it is thus possible to devise a system of 
planning which in theory has no economic flaw, though in admimsM- 
tion it may present great difHculties. Perfect smoothness in operation 
may not be possible in a plan which involves the fixing of a scale of 
wages covering die entire industry of a country. And the co-ordination 
of every branch and detail of a nation-wide production programme is 
itself a most imposing task of organisation. Nevertheless the problems 
are purely human and administrative. Breakdowns can occur only 
through personal or industrial friction, or throu^ the failure of some 
pivotal aspect of administration such as the provision of transport, 
housing, specialised labour or machinery at exactly the right time and 
place. In theoretical “ shape ” the plm is of die utmost simplicity. 
Indeed it may he summarised in a few words. The lo^cal beguoning 
is a decision fixmg the amount of the forthcoming year’s consumption 
goods. That gives rise to a combined plan, first, for producing the 
specified consumption goods ; secondly, for producing capital equip- 
ment. The two parts of the plan must together be ^ge enough to 
absorb all workers. Thereafter, it is necessary to ensure the adequacy 
of consuming power. The prices of consumption goods having been 
fixed, the wages-salaries-benefits bill must be adjusted till it permits 
the purchase of all consumption goods at the given prices. If the 
adjustment calls for more money, there must be a decision as to the 
manner of creating and issuing the extra money. 


Private Enterprise 

U nder State-ownership, industry is one firm ; under free ente r- 
p rise, it is hundreds of thousands of firms. This primary distinction 
s ^storiany agects_pJanQineLmethods_;_J?^ not affect the 
fundamental conditions to be achieved. The aim, whether under 
State-control or under Private Enterprise, is to develop consumption- 
goods industries and capital-equipment industries so that the combined 
eiqiansion in both spheres will give employment to all available 
Moreover, the relationship between tiie two spheres is essentially the 
same in both systems. A certain quantity of capital equipment of a 
given type and efficiency will yield a certain quantity of consumption 
goods. Effective planning consists in expandmg these two quantities 
adequately and in due ratio. 
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can do is to supplement. It cannot fully control the output of con- 
sumpdon goods j hut it can supplement or subsidise their production. 
It never attempts the laige-sc^ production .of capital instruments ; 
yet it can, in case of need, promote capital development by cheap or 
guaranteed loans. It does not fix the average of prices, though certain 
individual prices may be under its control, and influence may be 
brou^t to bear on the general level of prices ihrou^ monetary policy. 
It does not control all monetary policy, but can exert pressure through 
laws affecting the note supply, and throu^ borrowmg from the banks 
and other means. It has no direct sway over the general level of wages, 
interest or rent^ but it may affect all in some degree by its own terms 
of borrowing and conversion of loans. The distribution of income 
is in general outside its command ; yet it can redistribute a large share 
of income through taxation. Thus there are innumerable influences 
which, when combined and co-ordinated, may give the Government the 
economic .dominion it needs. Nevertheless, it suffers serious limita- 
tion throu^ not having complete and final control ovjcr any one 
factor. 

T he largely offsetting advantage is that the one main factor oye r 
w Mch Ae Government ran develop the fullest sway is by far the m^ t 
s igiificant ; namely, the people’s consuming power Later it will 
be shown that there is an immense range of ei^edients whereby the 
Government can increase its abili^ to supplement, and thereby 
substantially to regulate, the purchasing power of final consumers. 
B oth by redistributing incom e through taxation, and by issuing new 
money and directmg it into channels where it will be most appro- 
p ^tely spent, the Government can contrive for itself a ** handle ” 
f oT gnppmg the system precisely at the point where it is mos t 
nroded . 

TTiere is in feet a strong p/rma facie argument for believing that 
nothing more is needed to make planning possible under Private 
Enterprise than this ability to regulate ** consuming power ”. Give 
people in need enou^ money to spend, it is said, and they will buy 
all Aat industry can produce. The demand will call forth the supply. 
Moreover, a strong and persistent demand for consumption goods Ipadc 
to a healthy demand for capital equipment. And so long as the final 
market is strong, the banks will play their part in granting the credit 
required for trade expansion. The measure of the strength of the 
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whole system is thus the strengdi of the market for constunption goods. 
If this market be maintained, so tuns the argument, there is no need for 
concern about any other factor. 

This thesis appears to contain a substantial core of truth and, 
indeed, it provides the chief foundation for the suggesdons made L> 
this chapter. Nevertheless, it overlooks mucL Two recent experi- 
ences, in particular, make a careful restatement of the argument 
necessary. One is Ae limited effect of war preparation. Since 1937 
the Government’s vast programme has directly and indirectly «>nlaTgfn i 
“ consuming power ” and has spread demand over a wide raige of 
commodities. Yet it required two years of intensive war preparation, 
^ montiis of actual war, and the absorption of a million men into the 
Forces, to bring down unemployment below a million. Meanwhile 
prices have risen considerably. And they would have risen much 
fiirtiier but for rationing and other precautions. 

Another relevant experience is that of capital-equipment industries 
in South West Scotland -> En^neering, Shipbuilding, Iron and Steel 
— in the ten years before the war. After 1929 certain sections of these 
industries suffered a depression of such deptii and duration that it 
seemed impossible for Aem ever to regain full employment-strength 
by any peacetime traditional means. An examination of their condition 
in those days leaves an ineffaceable conviction that no generalised 
economic remedy could have met their need. Their salvation was, in 
fact, the war. In peacetime thdr restoration would have involved the 
economic equivalent of a war : a programme of development focussed 
directly upon them in great concentration, callmg for the production of 
new madrinery and ships, and the establishment of new workshops 
making wares for immediate consumption or destruction. 

The general etqiansion of British “ consuming power ” at that 
rime would have touched these industries sli^tly at first, and mote 
considerably after it had begun to prompt fresh demands for capital 
eqiupment. But certain branches of tiiemj together widi the Coal 
Industry and other mining , had been cast into an ab]^ so profound 
tiiat th^ would have been left far behind in tire general upward swing. 
The expansion of " consuming power ” would have caused scarcity 
and soaring prices in other industries long before these had begun to 
approach M-capacity production. 

There ate at least three ways in which the expansion of consummg 
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power may produce effects other than an increase in employment. In 
industries where almost the same personnel is required irrespective 
of turnover — Railways, Shipping, small-scale Retail Distribution, 
ripwtnas and Entertainments, Hotels and, finally, all industries with a 
higli proportion of instrumental capital to labour engaged — die effect 
of PT panflin g demand is to raise profits and turnover, and possibly 
wages and prices, without considerably affecting employment. In 
othv industries there may be a shortage of skilled labour, and the effect 
will be to raise prices, profits and wages. In yet others, the number of 
firms or the amount of their equipment may have been cut down during 
depression. In this case, when demand expands, the managements 
may prefer the immediate sure gain from shortage of supplies and 
advancing prices, to the doubtful gain of increasing turnover with the 
aid of new plant. 

Thus, although it may be said tiiat the mq)ansion of “ consuming 
power ” is a sine qua mm of trade revival, it does not follow that such 
expansion will invariably lead to a rapid reduction of unemployment. 
The new “ consuming power” will exercise a pull ; it will tend to 
drain goods from the channels of industry. But it does so against 
resistance. Supplies pass through bottle-necks ; and wherever tiiere 
is a bottie-ned^ prices rise. Then, the power to drain away goods in 
such quantities that unemployment will be largely reduced depends on 
the ability to draw labour from one occupation to another. Against 
this there are barriers of such serious and varying kinds that immediate 
results cannot reasonably be expected, unless they are deliberately 
planned. 

Theory and experience thus apparently combine to show that it is 
n ot enou^ merely to expand the incomes of final consumers. Efectiv e 
pbjuung demands Potti the expansion of general consuming po^r 

aijJ the elaboration of a most detailed plan of production ; a plm 

d ^gned spedfically to employ those categories of workers which are 
k notm to be unemploye d. 

The conclusion is therefore reinforced that tiie most sound and 
comprehensive approach to the problem of planning under Private 
■Enterprise is to consider what measures can be devised which will 
reproduce, in the fullest possible detail, the results gained iindw of 

the four ^dsions which form the skeleton of the plan under State- 
ownership. 










^ d rates: for instance, heat, 

Thus, if the Government combines an ex- 
programme of iw housing with a general plan for increased 
cp p> nitning power, it will cause expansion in a widening circle of 
ind ustries — expansion which is potentially almost without limit. 

Another set of values which a Government may promote are those 
related to ttav^ Travel is educadonaL It is heidth-giving. It may 
he a means of advancing peace. Vast sums have been spent on war, 
and on travel in the interests of war. Equally vast sums could, if 
necessary, be spent on travel for purposes of peace, through the inter- 
national exchai^e of staffs, students and sped^ts, subsidi^ for world 
conferences covering every common mterest, and support for holidays 
overseas for large armies of friendly people. Again, the provision of 
facilities for travel is, by its nature, capable of extension without limit, 
and of yielding limidess employment. 

Education is of the same nature. Every branch of modem learning 
leads to increasingly remote areas of research, and the enquirer’s equip- 
ment becomes ever more elaborate. It is only necessary to mark the 
difference between a lavishly furnished elder university and one whidi 
is newly founded, to realise what large resources of skilled labour 
mi^t be employed purely in laying the material foundation for a 
nation’s full cultural development. 

A further sphere of Govenunent activity for promoting essential 
values would include the cl earing of open spaces, laving out of parks and 
r ecreation fields, the preservation of the natural beauty of the country , 
t he destruction of the hideous work of uncontrolled development, and 
t he promotion everywhere of an architecture consonant with the 
n atiml scen e. 

In administrative terms, the Planning Authority n eeds a Depar t- Ne» 
m ent for National Developm ent charged with the task of evolving 
plans for the double purpose of employing labour in trades liable to 

severe unemployment, and of promoting those national and sodal 

values which are the due concern of a Government. The National 


Devdopment Department would dassiiy all plan.; according to a 
" Merarchy of values ”, setring at tlw top the list thnsP whinh in itt. 
o pinion serve d the cmintry’s mnst urgent materigl a nd psi-snital 
I ts ratalogue of schemes would be of great_scope and variety : some 
for swift, emergency application, others for continuous, progressive 
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schemes on its list which.would absorb the labour groups comprised 
in the “hard core”. Some of the Department’s schemes would be j 
of the nature of public works ; some would involve subsidies to 
industries ; some would call for the direct distribudon of consumpdon 
goods ; and some might take the form of State Industries for engaging 
men not immediately needed elsewhere ; but from the wide selecdon 
available at least one efiecdve scheme could be found for re-employing 
any secdon of the unemployed, whatever might be their trade. Agii- 
culmte could be aided by school meals, free milk, and better food in 
hospitals and public insdtudons, and by Government purchase of 
standard &rm products at suitably dxed prices ; textiles, leather and 
shoe industries, by the provision of sports outfits in schools, camp 
equipment and uniforms ; prindrig, paper-making, publishing and 
boo!belling, by the dmrelopment of education in aU its forms ; ship- 
building, Upping, roa'd and rail transport, by the heavy subsidising 
of travel ; mining, by the local subsdtudon of intensive agriculture, 
afforestadon, and the temporary introducdon of workshops for giving 
training in new trades and producing a wide varieQr of commodides for 
mutual exchange within the mining area ; building, quarrying and 
associated trades, by schemes of housing ; general labour, by road- 
making and die laying out of parks, swimming pools, artificial lakes 
and recreadon fields. 

Not all these plans would be required at the same moment ; indeed 
many would never be reqiured at all. The suggesdon is only tha t 
t here need be no such thing as a ** hard core ” of unemployed. When 
the Government is inflexibly determined that it shall not exist, by far 

die most important step will be the rapid expansion of general con- 

suming powe r. This will efface unemp l oym ent nlt ogether in a larg p 
paiLof industry. The remaining stuhbom_patcbes will at least- hp 
reduced in ^ and can th em be attacked by spedal local and industrial 
schemes such as the Narional Development Department is called upon 
tojnvmit. In the survey of industries made in Part III it is shown ttiiai- 
for every industry, widiout exception, there is an appropriate treatment 
for which the Government could, if it would, make itself responsible ; 
andQf this were still to leave a surplus of labour, the workers could be 
employed by State Industries (for details see pp. 323-7) pending 
transfer to private firms producing consumption goods. It is a 
of mevitable and reassuring logic that such firms must sooner or later 
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d CTTsing of controls suitable to each industiys particular conditions 
fo r^maihtaining the selected rate . 

The task of es timating die proper investment rate meets at the 
outset a certain difficult}', industries show great unevenness in v' 

eqmpmenii some firms being fully modernised, whilst others survive 
vidi primitive phnL T he ideal rate of investment would thus seem_to 
be diattvhich would forthwith raise g H parns nfjjig J^ftyctr^r 
o f the most efficien t, even though die attainment of this -nidiin a year 
yn iilft imvelittl^o be done in the following year. Such a policy would 
in truth be sound prodded alwa}rs dia^ when the new equipment was 
in place, the P lannin g Authority could raise consumpdon as swifdy as 
it ^d increased equipment. 

Li effect, the more nearly absolute a Planning Authority’s control ' 
over die volume of consumpdon,- die more safdy can it permit large 
waves in investment. And its estimate of the safe rate of investment for 
any industry will depend on the assurance it has of being able later to 
eiqiand the demand for the industry’s output. 

Post-war condidons will emphasise these points. At die dose of 
the fighting, industries will need to be equipped for peace at high 
speed. The desirable investment rate will be the maximum attainable 
widi die eidsdng labour supply in the en^eering and other capital- 
equipment industries. There will in fiict be an enormous dde of invest- 
meat This will be quite safe, however, if die Planning Authority 
can generate a similar dde of consuming power, to follow it with only 
a s ligh t- lag. 

- Certain wartime finandal measures have been designed specifically 
to meet this need for a swift increase in consumpdon, and reference 
will be made to them in a later chapter. In dus discussion of prindples 
there remains for conrideradon the problem of jud^g die desirable 
rate of investment when the emergency period is over. 

Once an industry has become modernised, die assessment of its 
capital needs for the ensuing ten years may be impossible to non- 
experts, but it certainly lies within the powers of the industry’s own 
te^dans, if diey are ^ven some bads for judging the volume of 
demand. I t would be ffie Phnning Andiorit/s funcdon to sugges t 
t he magntude of the demand, and the tedmical eiroerts could^on 
report on the resuTring rail forjcapitalex pandon and In some 

industries a ten-year estimate might be based on figures of former 
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a planned rate of investment. These possibilities are esqilored at 
relevant points later, and in references to them in immediate general 
r |iapfi»rs they will be included in the term, Special Schemes. 


Dedsion 11 . The Control of Prices 


The risk inherent in any attempt to e3q)and " consuming power ” 
is that it will both defeat itself and cause social injustice by producing < 
inflation. The success of this raetliod must dierefore depend largely | 
on the “ stickiness " of prices. The greater the inertia of die price 
level, the longer is it safe to go on expanding consuming power 
with a view to absorbing more unemployed. And o ne of the most 
i mportant parts of the narional plan will he the multiplication of nen - 
monettry measures for giving prices a cemin fixity— for providing .. 
as it were, a firm price ceiling beneadi which consuming power can be 
v igorously expanded without risk of inflatio n. 

One method for which there is a precedent is t o enact a law under 
which neither prices nor wage rates may be raised above the level 
prevailing at die date of die enactment. Such a method could be of 

permanent value only if there were no increase in productive eflidency, 

or if such an increase were accompanied bv either a fall of prices or 

p rogressively heavy taxation for expenditure on consumption good s. 
It worked in Germany before the war, apparendy because taxation for 
war expenditure absorbed any increase in the margin between prices 


(The same result might be attained in Great Britain by a combina- 
don of various processes. Recommendations pven later in some 
detail include ; (i) the continuance, after the war, of Government ' 
price control over all commodities which ate scarce or enter largely 
into £iniily budgets ; (2) the extension of price control to peacetime 
industries, preferably through voluntary systems similar to the pre-war 
scheme for fiidng maximum prices in Iron and Steel ; (3) the develop- 
ment of international arrangements for fixing prices in unsheltered 
industries such as Coalmining ; (4) the conclusion of a Gendemen’s 
Agreement — throu^ a proposed Industrial and Economic Parlia- 
ment — for the avoidance of any raising of prices after a zero date 
and for the adjustment of wages with due regard for the on 
prices. The purpose of this last measure would be pardy to reinforce 
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Decisions III and IF. Flaming Consuming Power 



d ireiaing it towards the purdiase of consumption g oods. The second, 
applicable 'when the total money supply is clearly adequate but is being 
used in sudi a 'way that consumption fails to keep pace with productive 
power, includes al l measures for transferring money from savers to 
spaders. The third comprises methods designed to relieve men of 
the need or the desire to save. ’ 


(a) Eo^anding the Mon^ Supgly 

It is a commonplace in economics that the banks are the only 
source of supply of money, and that there is only one tray in which 
they can increase the supply. They do so by giving people the right 
to draw cheques on them. Cheques are, in fact, the diief form of 
money. 

A bank confers this cheque-drawing right on a client whenever it 
grants him a loan against securiQr or buys his security or asset omri ght. 
When the client, living deposited the security or sold it to the bank, 
draws a cheque, he may use the cheque for taking out notes, or he may 
pass on the cheque itself as money. If he passes on the clieque in 
payment for goods, the recipient may deposit it at his own bank, 
thereby establishing his ri^t in turn to draw a cheque for the same 
amount. A continuing riglit is thus created, passing on from man to 
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man, to draw a cheque and, if need be, secure notes, up to the amount 
of the original loan or sale. 

This right is cancelled by the opposite process. Whenever anyone 
who receives a cheque uses it for paying off an overdraft or for buying 
an asset from the bank, the title to draw a cheque lapses. No further 
cheque is handed on ; and the only way in which die bank can re-start 
the process of cheque circulation is by making another loan in plap^ of 
the one cancelled, or by purchasing another asset. 

The Government, under private enterprise, is in the same position 
as any other client. If it wants to put more money into circulation, 
its sole method is to secure the r^t to draw cheques. 

This it can do in various ways. When the Government sells a 
Treasury bill to a bank, the Government can dien draw cheques to the 
value of the bill. Or if a bank subscribes to a national loan, the Govern- 
ment can draw cheques to the value of the subscripdon. All such 
methods imply essentially the same thing, namely, that the Government 
Borrows from the banks and draws cheques for the amount borrowed. 
Thus, for all pracdcal purposes, it is true to say that the one significant 
means ' by which the Government can increase the circulation of 
money is to borrow from the banks and use its cheque-drawing right 
to pay its way. 

t. At this point arises one of die fundamental difficuldes of planning 
in a system of private enterprise. It is considered politically immoral, 
and in the end disastrous, for a peacetime Government to pay its way 
by borrowing. The test of a Government’s probity is whether it can 
balanrff the Bucket. Traditionally, every Administration has made it 
a point of honour, except during periods of war preparation, to gather 
enough tax revenue each year to meet all expenditure and leave some- 
thing over for the Sinking Fund. 

Under the Party System there are cogent grounds for preserving 
die tradition. Once the p rinciple of the balanced Budge t is lost, there 
is no safe anchor. If a Government is allowed to pay its way partly by 
borrowing from the Bank, where is die limit to be fixed ? For how 
many years can this be permitted ? What dear definition can be given 

« Olher less important means may be noted. When the Government is ^ted with 4 e 
agreed profits of the Issue Department of the Bank of England, dieqpies to the amount of Ae 
(^t he drawn on the Bank. TTie sale of gold to Ae Bank by Ae Gowmmwt-for 
example^ from Ae Exdiange Equalisation Fund — g^ves a sUnflar eheqneJnnwng n^t. The 
ptocenls of a cajutal tax may be used for Ae same purpose (<ee later, pp. 84-Q. 
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to the new policy, such diat the majority will understand it ? * 

The is very plain. Effective planning will inevitably at 

some timft call for new issues of money. A Government worthy of Ae 
name is responsible for the plan. Yet the one substantial way in which 
it can fulfil the responsibiliiy, and actively inject new money into 
circulation, is by itself borrowing from die banks. This is economic- 
ally expedient. But it is not politically expedient What is the 
solution ? . _ 

The Government’s soundest method of meedng the difficulty, if 
it is possible, is to make borrowing permissible by adopting the 
contrary policy, the creation of a nKerve, « adyan ce. Thus if, during 
a period of strong trade, more tax revenue is collected than is required 
for current expenditure, the surplus can be used provisionally for 
cancelling national debt, while nevertheless being regarded as a 
reserve. In other words, there will be an understanding that an 
a mount equal to the reserve can be borrowed from the banks at any 
l ater time when it is necessary to expand the money supp ly. 

' But bad times may come before the good, and such a plan will not 
dien avml. The remedy in this event is to add some special reinforce- 
ment to the political ^tem. Obviously, that whicdi is economically 
expedient must, by one means or another, be made politically expedient. 
T he political system exists to serve, and a large part of the service is 
economic, if the system is so devired that the Government is somie ^ 
t imes unable to take sound economic action without becoming sus^ t, 
d early die system must chan ge. It will be destroyed by revolution if 
it does not undergo evolution. 

Fundamentally, the reason why borrowing from the banks for 
current expenditure is not countenanced is tiiat the Govenunent is not 


trusted. The lack oftrust is in no sense personal. The political system 
itself compels Governments to consider first what poficy will secure' 
votes ; and because men know this, diey assume that Governments 
wU gladly seize any excuse to avoid taxing voters heavily. Recogni- 
tion of the principle of borrowing at the Bank would provide the 
p^^ excuse. It would be considered too dangerous. Given tiie 
e asting politicd system, umnodified, there is no prospect whatevffr o f 
th e approval of such a princip le. 

for if ihe Government 
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^ JiMtmajaocaDedforGOTTnuneatacricmttina^ 
monw, asd dim to boamr fiom the banfa^ the sancdoa of a iriWv 
lepieseatative iodnstrial and eamomic mpniatinn mA asiscoo- 

ttnqilatBd heie shtniH be eaou^ to amove aiqr snsmdim of pdiikd 

^•ffldessness oa die pait of die Gorecimeat 
I« it be snppos^ dien, tha^ a a tine of nee^ dm Govennnent 
doeshifeatafasttystosecaatheissneofiiewfflonej'. Thepatpose 
of diis acdm is not 100017 to dtavr the mongr into ormlatinn . Foi^ 

giveasnffideatiicenthei private mdustiy can do dHtisdf Iheam 

is to turn die monej’ iito “consnmmg power". When mdustiy 
boaow^ d» first and man pnipose is to iiaease prodncriTe power. 
That mg- not be die most Bq;ent need, hi aiy nanli mdnsiiy will 
not booow nt all unles die final marhet g^ves nasonaUe piDnus& 
Thus die mtervenrion of the Govenunent b leqdied primaitty for 
stiengdieaing die final maiiet; andanpoewissueofmong-itprociites 
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it can devise new comprdiensive measures for safeguarding all its 
long-term economic policies. Although continuity of poUdeal direction 
may not he possible, there may yet be the means of preserving con- 
dnuiiy of ecmomic poUa/. On this prospect would seem to rest all 
hope of the survivd of the democratic system, once it has assumed 
again the form of government by Party. 

Two devices will be suggested here for preserving this essential 
economic continuity. One relates to the creation of a permanent 
All-Party Planning Conference within the Houses of Parliament. 
The other implies the establishment of a permanent, widely repre- 
sentative, advisory planning organisation outside Parliament. 

The first measure — - the creation of an All-Party Planning Con- 
ference in Parliament — is manifestly a logical step for the Coalition 
Government to take in order to safeguard its programme. A wise 
Government will prepare for its own downfall. If it has a plan which 
will require some years to mature, its first thought will be how to 
forestall the possible destruction of the plan through political strife. 
Inevitably the Government will tty to draw its opponents into agree- 
ment, and then establish some permanent body to confirm and d^end 
the agreed principle in all future times. 

A Coalition Government is fortunate in having every important 
potential opponent within its ranks. In itself it is an All-Party Confer- 
ence. But it is not permanent. And in order to shield its plan against 
future emergencies, it might set up some fairly small body, comprising 
members of all Parties, and give it a permanent constitution as a 
Planning Conference. 

The function of this permanent Conference would be precisely to 
keep watch over continuity. At the outset, it might assist in laying 
down the basic principles of national plaiming. As was seen earlier, 
the most difficult time for planning will probably come two or three 
years after the end of the war. It is when the replacement boom 
suddenly breaks that the need arises for swift, incisive measures, pre- 
planned and pie-agreed. The task of the Planning Conference would 
be to direct all minds upon that aitical point, and to secure in advance 
the general acceptance both of immediate schemes for meeting the 
crisis, and of a combination of further measures for developing a 
continuous economic plan. 

This responsibility the Conference would share with another 



of planning organisation about to be discussed, and the details 
of its work would depend on the association formed with this other 
l^pinrh. In general, however, the function of the G>nference would 
be to take advance of the permanence of its constitution to hold 
Parliament to the unvarying principles of the economic plan. It would 
be anti-Party in the sense that it would seek to destroy ^ eflSscts of the 
Parqr system adverse to scientific policy. Its own membership might 
be on the of proportional representation, but it would not allow 

this to create divisions within its organisation. Whips would be 
excluded. Members would vote freely according to personal con- 
viction and they would be appoint^ individually as experts in 
economi c, industrial, financial, citituial or other questions beating on 
planning . Meiubex^p would be continuous so long as the member 
retained his seat, subject only to the reduction of a Par^s representa- 
tion due to its decline in strength at an Election. 

Once such a Conference had become tiioroughly entrenched it 
would not easily be destroyed ; and it would at all times guarantee at 
least some defence against the excesses of political warfare. 


An Industrud and Economic Parliament 


A Government wluch is determined to give its plan a strong chance 
of survival will be constrained to approach not only political opponents 
but also the chief ultimate support, namely, mdustry. An economic 
plan is a vast project involving industry and finance as chief agents ; 
and more than their co-operation is required. The economic power of 
the Bank of England alone has at times ‘ exceeded that exercised by any 
peacetime Government. Those who in effect determine the chgi ^cter 


conditions of borrowing, thereby influencing the flow of money and 
the amount of investment^ are much more truly the sovereign power in 
economic matters than the Crown, Cabinet and Parliament. And this 
condition is likely to persist^ however radically tiie political structure 
may dmge. To nationalise every financial institution does not alter 
the position effectively unless the Cbancelloc of the Exchequer is so 
technically skilled that he can rule, and overrule if necessary, the 


— luauBisB way aave nmvea oecween toe bank of Endand and 

tepennanentoffidabofdieTnswByj but k has rarely resided in the OancdbTrf 
or any odwr manber of die Government since die last var. 
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entire fingtirial system. Only those truly command -who have the 
knowledge, the eiqierience and the practical control of daily operations. 
Common -wisdom would seem to require that such people should he 
^ven responsibility and inidadve propordonate to their power, and 
sh oiild be invited to align thdr contribudons -with other parts of the 
general plan, and to explain openly their policy to the public. 

"What is true of Banldng is true in less spectacular degree of every 
other industry in the country. Each has economic power : the power 
to employ, invest, eiqiand or contract output, fix prices and distribute 
income. An economic plan involves all these things ; hence it seems 
only reasonable that die representadves of industry should be among 
the chief planners. The fact that they have never spontaneously 
offered their combined sendees is not relevant. One precedent shows 
diat when the in-vitadon is open, industrial leaders respond at once. 
One of the first acts of the present Minister of Labour -was to ask die 
Bridsh Employers’ Confederadon and the Trades Union Congress 
to nominate members for a Nadonal Joint Advisory Coundl to 
advise him on -wartime sodal and labour measures. The Coundl 
was immediately formed. 

'^^er problems demand die same kind of acdon on a wider base. 
The proposed Industrial and Economic Parliament would be an 
advisory body drawn firom all spheres of industry and the professions 
for initiating and developing proposals for a nadonal plan. Although 
advisory, it would be empowered to put forward suggesdons affecting 
the ^stem of planning in general, as well as to recommend measures 
for dealing -wi^ specific problems and industries. Whereas die Lords 
and Commons deliberate on the whole sphere of nadonal administra- 
don and intemadonal policy, the Industrial and Econonuc Parliament 
would confer only on matters dosely related to industry and nadonal 
economy. Within this field it would have complete liberty to explore, 
and to commend its findings. 

Its consdtudon might suitably indude three mam dements: 
Expert Committees, each dealing -with a defined secdon of enquiry ; 
a Co-ordinating Coundl, responsible both for devising a general 
nadonal plan and for harmonising the parts arising fixim the work of 
die Eiqiert Committees ; and a general Er-nTinniig Assembly which 
would comprise all members endded to vote. 

Such a consdtudon would provide a double check on the work of 
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coPcei T<^ whole. From eadi of bis Committees he will derive a part. 
The Financial Committee will advise mainly on the Planned Budget. 
The National Development Committee will prepare hodi spedal and 
general sch emes to he financed through die Planned Budget. For each 
industry there will he a special Committee whose fiincdon it is to , 
re mmmend measures of co-opeiadon between the Government and 
the industry. A General Industrial Committee would concern itself 
widi plans for die fixmg of prices, and for all other projects afiFecdng 
the whole sphere of industry. The co-ordinadon of die work of ^ 
such Committees would call for constant attention by one active mind 
with disinterested judgment. In bringing judgment to bear the 
Commissioner would at all times be in contact with the Co-ordinating 
Council; nevertheless, no matter how many positive minds there 
might he in the Coundl, the constructiveness of its work would depend 
primarily on the strength and reach of die master mind at the centre. 

The Commissioner would further be responsible for the co- 
ordination of plans adopted by the Regional Planning Commissioners 
(see Part IV). It would be through the re^onal Authorities that the 
National Commissioner would be able to develop special sdiemes for 
absorbing the local imemployed. In addition, the regional Authorities 
would be his intermediaries for making contact wi^ local industries 
and enlisting their support and advice in the development of the 
industrial features of the plan. 

At the conclusion of all such work the National Planning Com- 
missioner would be not more than adviser to His Majesty's Govern- 
ment. But just as the advice of the Bank of England on purely banking 
matters has been kw to the Government so the advice of one who 
derives bis recommendations from a body representing the whole of 
industry, including both employers and workers, together with the 
delegates of banking institutions, the Press, professions, and con- 
sumers’ and investors* associations, is likely to carry substantial 
weight. Once the fundamental planning principles approved by this 
body have been accepted by any Government it vdU be dfficult 
indeed for a subsequent Government to discard them. 

Thu^ for the purpose of securing continuity, a non-Pany, fully 
representative Industrial and Economic Parliament would seem to be 
as practical an instrument as could be contrived. If it were successful, 
it mi^t save democracy. The right to an opinion — the basis of 
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promises are added to the bribe of tax rdief. The Elecdon scare 
becomes the main weapon. Education is supplanted by misrqiresenta- 
tion and by the obscuring of issues till few know clearly why they are 
recording a vote. In Parliament, soimd measures are thwarted and 
frustration is an acknowledged practice. “It is the object of the 
Opposition in the party game ”, writes Lord Kennet in his dispassionate 
survey of the peacetime system, “ to see diat the Government makes as 
little progress as possible with its legislative programme, and a good 
way to hinder it is to spend as much time as possible on the routine 
financial business of the session." * Such conditions yield a setting 
hostile to any form of scientific economic government or long-term 
project. 

The war produced an amazing change. Men became greedy for 
taxation. The one complaint against the first annual war Budget — 
about 50 per cent heavier than a normal peacetime Budget — was that it 
was too light. Large numbers later supplemented it with voluntary 
gifts. The reason for the change seems to have been die discovery of a 
purpose. A similar discovery will be an immediate, imperative need 
after the Armistice ; for any tendency to slip back into the old habit 
of haggling over the national purse banish all hope of a planned 
economy. But there seems no need for diis. People everywhere are 
not only becoming aware, but are proclaiming openly, that the new 
post-war structure of society will have to be built on wholly new 
foundations. Perhaps few see for themselves the nature of those 
foundations, but they are anxious to be prompted. One element in 
the new outlook, it seems, must be a revolutionary change in the 
attitude to taxation. The war has in fact brought this change, and the 
need now is to preserve it for peacetime ends. Possibly one method of 
helping to preserve it would be to launch a new Nation-before-Party 
movement, in which the members would be committed corporately to 
the destruction of all native and damaging aspects of the Party 
system, while accepting individually the undertaking never to resist 
taxation against their own incomes for social uses. 

I E. Hilton Young (Loid Kennet), Tha Syttan ef National Finanet, 3td ed., p. ja. 
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Until the beginning of the First World War the doctrine of /«««{- 
fare was still prevalent enough to discourage any widespread belief 
that the Government should be held responsible for generating full 
employment. The common assumption was that whenever industry 
fell into disaster, forces inherent in the econonuc system itself would 
in due course bring revival. State intervention with the deliberate 
aim of planning domesdc trade was at no time contemplated. Now, 
however, there is a risk of a swing to the other extreme. The State 
may be required to bear the entire onus of the national plan, private 
enteipiise being wholly absolved from responsibility. 

Ihere is doubtless strong justification for insisting that the State 
should take a governing and guiding part, for local action can achieve 
litde without adequate organisation from the centre. No single in- 
dustry is in a position to expand even its own employment capacity, 
unless it happens to serve a market that responds eagerly to a fiill of 
pnces. The coalmining industry in South West Scotland, for example, 
could not conceivably devise a scheme for its own growth, except as 
part of a concurrent scheme having much wider reach. The mines 
serve many hundreds of local nmrkets provided by other industries 
and private consumers. Unless these markets can be planned and 
elided, the utmost that the coal industry can do is to adjust itself to 
the volume of the given demand. Further, even though all industries 
in Great Britain were to confer, they could not plan the scale of their 
out^t unless by some means they could regulate the power of the 
British people to consume. 

^ The possibility is not to be excluded that the nation’s industry 
uught unite in the attempt to exercise some control over mnwinnin g 
power through, say, the planning of wages. But the attempt would 
151 
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sufFer strict limitations. Wages cannot easily be varied at tbe expense 
of that part of profit which is a return for the relative efficiency of 
strong firms. If average firms are to be allowed any profit at all, 
ofbers will earn much. Moreover, interest on capital is protected 
wherever profit is earned. As a broad generalisation it may he said 
that the regulation of consuming power is less a problem of direct 
wages control than of redistributing income through taxation ; and in 
the sphere of taxation the Government is supreme. Hence upon the 
Government fiills that essential r^ponsibility which springs from die 
possession of important controls. 

Nevertheless, the work of reinforcement is vital. After the war 
it will become espedally evident that each industry has a distinct^ 
definable role in reconstruction. For this purpose industries may be 
divided into three groups. There are first the war-expanded industries 
— Engineering, Shipbuilding, Iron and Steel, Airplane Manufacture 
and the like — which must inevitably face some ultimate contraction. 
Secondly, there are industries which have been partly converted to war 
purposes and will need to re^in their peacetime markets at home and 
abroad. Coalmining, Chemicals, Cotton, Wool and other Textiles 
mi^t be included in this group. Thirdly, there are all the remaining 
industries, the great majority being suppliers of consumption goods, 
whose mam function after the war ^ he to attain the greatest posrible 
expansion in order to absorb aU surplus labour. Some will have 
contracted seriously during the war : Motor Car Manufficture (private), 
Printing, Paper-making, Radio, Buildmg and Fumiture-mal^g, for 
instance ; while others will start with a fairly high volume of trade : 
Food, Drink, Tobacco, Entertairunents, Hotels, Laundries and sub- 
stantially all undertakings supplying indispensable consumption goods. 
Lidustries in this third class ''^l be marked out for rapid enlargement 
till substantially all labour has been absorbed from the dwindling war 
industries and the Services. 

Each industry will thus have its acknowledged part. It is for the 
Plaiming Authority to define that part. The industry will then know 
what is expected of it and will be able to collaborate by making the 
necessary internal adjustments. 

An indication of the respective roles of State and Industry may be 
drawn from certain examples of Mure after the last war. Shipbuil^g, 
for instance;, was left permanently to its own devices by a series of 
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Governments which not only lacked any long-term prograrane but 
WK utterly heedless of the effects of their own swaying demands. 
Far from providing a basis of certainty for Shipbuilding, they added 
to its troubles by wide and completely unpredictable variations in 
public orders for ships. Driven to extremities such as have rarely feced 
any group of business men, the leaders of this industry adopted a form 
of rationalisation designed to adjust capacity to the shrinking demand. 
The only fair criticism of their programme, if the private-enterprise 
principle of jowe yta /war be admitted, is that it ou^t to have started 
earlier and proceeded further. It cut down the number of shipbuilding 
yards but left considerable surplus capacity. War has now totally 
tratKjfnrmwi the posltion ; and these men are condemned because no 
apacity could be too great for the present emergency. The blame 
falls on the wrong shoulders. In future every Government should have 
a long-term plan covering whatever contingencies it is the function of 
a Government to foresee, so that each industry can be informed pre- 
cisely what is its share in the plan and what demands it will have to 
meet. If the demands are to vary, the Government should give 
precise guarantees of assistance coverii^ the lean periods. The 
industry can then rationalise its structure to conform to the known 
future conditions of demand and cost. 

Engineering presents a similar case. A munitions industry cannot 
be run on the assumption that profits will emerge at intervals of 
twenty years and that firms should hold themselves in readiness for 
such dmee occasions. For every industry there is a peacetime size 
appropriate to the peacetime demand. It is the duty of the Planning 
Authoriy to dedare what the demand is likely to be. If the Audiority 
consito surplus capacity to be necessary for future crises, it should be 
exact in announcing the need and in contributing to the upkeep of 
plut. When the requirements have been made known, p lans can be 
jomtly evolved by the industry and the Authority for adjusting both 
tiie active” and the “reserve” parts of the industry to their due 

In general, then, the division of labour between the industry and 
t^I pmmg Authority wth be this ; I he yianninet Authority predicts 
th ^ture demand and gives guarantees ; tiie mdustry undertakiHi 
le offlmsation and restores itself to a size suited tn tlw 

Cl osely connected with any decision regarding the size of an 
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fatimtiy is the plannmff of investment Here agam the need for 
»<C MmOTtion is manifa t. / 

Prma fiek^ any socol control of investment is ditectl/ antagon- 
jsdc to die vety conception of ** private enterprise This term can 
mean nothing unless it means t^ ri^t of eatk unit to dispose of 
capital, eqiand, modernise plantj and adjust the firm's structure to the 
requirements of new method or technique. If diis r^t to invest is 
^strayed, there is fitde left of die essential substance ^ meaning of 
“ private enterprise 

Deadlock can he escaped if two conditions ate observed. Firs^ 
, the control over investment should invariably relate to the aggregate 
for large groups each member of whidi retains considerable independ- 
eoce in regulating investment. Secondly, the control diould be 
evolved by, or at least with the collaboration of, the members of eadh 
group. Once more^ the ideal division of respon^lity would seem to 
be^ on die Govenunent's part, an indicadon ^ the probable or planned 
de m a n d fbr the induattys output, and on the industry's part^ the 
develq>ment of a scheme for adjusting the industry's a ggi^ty 
I investment according to the anticipated demand. The Government is 
I die planner of consumpdon. Hie industry is the planner ^ through 
, investment^ of producdon. When both a^ects ate co-ordinated the 
nadonal plan is in balance. 

There are innumerable other spheres of co-opetadon which it is the 

aim of ei^g chapters to inves^te : the problem of price-fixing j 
the trahiing and trWer of personnel ; reseuch into new method ; 
promotion of e^rt j the development of ^tems of credit fbr homi* 
and foreign trade; the organization of marketing. It is self-evident 
that the closer the collaboration between Gov ern ment and Industry 
in foese matters the more comprehensive and concerted becomes die 

nadondplan. No general rule can be laid down, however, indicadns 

where GnvMTiiniHii' j .f . ° 


begins. Each mdustry presents a unique problem in a unique envir^ 
ment and must be examined separately. 


TW is ^ serious dil emma which confronts all national 
pluming ; a dilemma before wluch the Government itself is powerless 
80 long as pawte enterprise remains, the more 

plan, m provKhng strong markets, the kss is dm ejfbrt ssfdsJ of 
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eatrqireneurs. If entrepreneurs, finding that profits are made easily, I 
exert themselves less, technical progress will not he sustained. Li t^ ' 
long run it may he better not to plu. 

The dilemma is absolute. It affects not merely the plans in these 
pages, but all private-enterprise planning, everywhere in all conditions. 
The profoundest danger which besets every indusn^ programme is 
that its success will contain the seeds of its ultimate defeat. Successful 
planning eliminates fear. Fear is at least a stimulus ; and with its 
removal a substitute is needed affecting employers and employed alihe. 
The dread of unemployment is a terrible discipline. The overhang- 
ing shadow of banl^ptcy imposes inexorable coercion on many an 
employer who would pr^er to rest. If these menaces be removed, 
effort may cease or diminish. 

The same embarrassment applies to every form of Government 
aid to an industry. In the chapters below, al^ough there is constant 
emphasis on me^ods of self-help, the chief attempt throughout is to 
discover how each industry may play its full part in the national plan. 
Often it cannot assume an adequate role without Government help, 
and a scheme of assistance is then suggested. But according to one 
thesis, strongly held by the harder breed of industrialists who believe 
that to drive the weak to die wall is the one saving principle of business, 
permanent State aid will destroy die very sap of the industry. Per- 
manent support, it is said, leads to permanent invalidism. Permanent i 
securi^ encourages permanent contentment and, in the end, lethargy. ] 

None can say what degree of truth this view holds. If it contains 
overriding truth, then all consideradon of national planning in a 
private economy is waste of effort. After an initial spurt in which there 
is comforting improvement arising from the plan, decline will set in 
and will continue till die plan is abandoned and fear again reigns. 

The Government cannot be responsible for failure arising &om 
such lack of motive. At this point the whole burden of obligation falls 
on industry itself. Reasons once more accumulate, therefore, in 
fevour of some scheme whereby industry itself becomes responsible 
for inspiring, and largely inventing, the national plan. If the initiative 
comes primarily from organisations of employers and workers, a 
lasting concern may develop among them for the success of the 
planning. Although th^ cannot usurp die State's soverrign authority 
nor take over its inalienable control of monetary and fiscal policy, they 
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have nevertheless the powers and obligations arising from their func- 
tion as contributors of the whole physical basis of life. The ranks of 
industry are large and could be strong enough to enable its leaders to 
define and demand the action required of the State — and then to 
organise the complementary industrial part. Were this initiative 
tal^ the risk of a check to progress would at least lessen. Men with 
a proprietary interest in the national plan may be expected to afford it 
intend strength by an enduring effort to raise its efficiency. 

It should be recalled that throughout this Part a general environ- 
ment of private enterprise is assumed. 



CHAPmXI 


SUfping and Sfdpitdlding ^ 

If every British merchant ship were sunk, American yards could 
replace the entire tonnage of lie fleet m about two years. This is 
perhaps the most significant fact affecting the post-war fortunes of 
Shipping and Shipbi^ding in Great Britain and in every other ship- 
owning coimtry. Within twelve months of the Armistice surplus of 
tonnage may be universal. Existing fleets will be composed chiefly 
of new ships, and replacement on a ki^e scale may not be required for 
some years. Whether the production of air freighters will add to the 
embarrassment is a matter for conjecture ; but it is reasonable to assume 
that the prospects for Shipbuildii^ during ihe first stages of peace will 
be exceedingly poor. 

The oudook for later years is less black. Mass production of ships 
is possible only in response to mass consumption. When demand 
faib, yards which have been constructed to ded with vast output will 
become idle along with others ; and if their maintenance cosm are 
great they will be the first to close. In due course the method of 
building in smgle units according to unique specifications wiU be 
restored and work will be given to yards which are most efficient in 
specialisation. 

Post-war co-operation between the British Government and Ship- 
building should therefore be concerned primarily with the immediate 
emergency period. If the industry can be enabled to survive this 
peculhrly difficult stage of transition, its future would seem reasonably 
secure. 


‘ Thh and nthw in Antrial AaptM hgve bem Biiieh reduced from their oritdnal size, 

and exclude oettain »<»«Tiprinnc and explanations -which sustain the findings. Discussion is 
/ mainly confined to the way in which each industty's distinctive plan may he made to teinfoKe) 
dovetail into, and derive stiength from a nadonal plan framed accoiding to the ideas in Fait n. 

The present chapter has been -written in coUaboration -with hfiss l)eui& Sonnes indude : 
ZHtytT* Rtpsuri Annual Staumunt nf ti* Navigatian and SUpiing of the United JSngdiun ; 
Glasgow HmJd, shipbuilding ttade reviews ; Board of Trade Indutmal Sunnyt I93*> S.W. 
Sco^nd and N.E. Coast ; LcAmt Ga{etu and odier official publications. 

W 
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The P<ut ^ , , , nost-war depression in British Ship- 

However severe Trade stadsties 

beiUing.it^'^™'^ _w ^ oolT be regarded as ao 



former » cooatiocdon” in isao-ai. 
shown by the figures for ^ ^ 1,345,864 tons were under 

In the first (paiter 9 ^ Clyde. At the end of 1926 

consttucuon in ^ 

less than a fourth of dm “ construction. In 

Ttou^ou^Ma bs^ ^ rekdvely good years, prod^m 

eoastracdoa was sdll, oa the average for the 

Three 

r i« April »,5t, aad dt^g^ ramstrophm 

,m.„dm of this period hottoor of 

and NortheSireUnd was over 50 per cent, for ^ee years beginning 
in tlLh 1931. On the North East Coast the stood above 70 
per cent, for sixteen months of this period ; and m Northern Irelan 
unemployment at one stage reached 82-8 per cent. 

Itl not improbable that unless drastic measur^ are taken a s^ 
situation wiU prevail for some years after the wm. In tiie outline below 
aTrL of remedies will be considered, all of which fall widim the 
following categories ; 

I. Self-help in Shipbuilding. HI. Government aid for ^PP“g- 
H. Self-help in Shipping. W. Government aid for Shipbmld- 



I. Self-help in Shipbuilding 

There are at present, in 1941, upwards of sixty large shipKnililing 
establishments in the United Kingdom, not including a 
number of repair works. On the Clyde alone twenty-two establish- 
ments are in operation, havmg an employment capacity ranging from 
a few hundred to more than 7000. Some of them are shipyards pure 
and simple, while others embrace in one self-contained area t bHr own 
engine works, boiler shops, foundries and repair works. 

In external appearance every shipbuildmg yard is a vast workshop 
for assembling parts. But it is not the physical, conspicuous activity 
which is most significant. There are four primary functions of a 
shipbuilding firm ; and it is in the performance of these functions that 
each firm proves its quality. The first is that of Naval Architecture 
comprising design, planning and the associated work of costing or 
estimating. Secondly, there is the function of research and invention. 
Thirdly, there is expert buying. Fourthly, there is assembly, manu- , 
acture or construction. 

The special significance of each of these aspects of Shi pbuildin g 
is perhaps seen best in relation to the task of reducing costs. 

(I) In this, Naval Architecture inevitably takes a leading part. 
It is first the design of the yards, that the deagn of each ship launch, 
which chiefiy affects the essential cost ratio : the ratio of the annual 
value-in-service of a ship to the annual cost of putting the ship to sea 
and using it. 

The value-in-service of the ship depends on innumerable Actors 
such as : (i) speed ; (2) fuel consumption ; (3) “ useful ” cargo 
capacity as distinct from bunker capacity ; (4) port speed in loading 
and dis chargin g ; (5) ability to face the weather conditions on the 
intended trade route; (6) accommodation for crew; (7) ease in 
manoeuvring ; (8) avoidance of damage to cargo ; (9) length of life 
of the ship and cost of repair. All such points are matters for most 
careful judgment by the Naval Architects' Department, and it alone 
has the technical ability to give effect to its decisions. 

Then, as regards the cost of constructing the ve^el as designed, 
much df»pt»ndg on the efficiency with which the ship-parts and the 
workmen’s equipment and mechanical tools can be concentrated at a 
particular point on.the hull. In other words, it is the architecture of 



the yards themselves which in the main determines the cost of assembly 

and construction. , , . a ... i . 

One authority on Shipbuilding, concerned duefiy with the valuing 
of shipyards, declares that the most significant of all cost factors is 
the lay-out of the yard. The lay-out determines ^ total movement 
involved : the movement of men and of materials. And in final 
analysis the greater part of the construction cost can he reduced to 
nodiing but the cost of movement. 

( 11 ) Next in importance is the unremitting effort of research and 
mvenrion. Cost reduction depends partly on the ability to make or 
discover new materials which will reduce weight, add strength, resist 
corrosion or heat, or reduce the area subject to water friction. In 
passenger ships, because of the great variety of materials used, the 
scope for innovation is virtually limitless. Firms which produce their 
own <^gities have still further fields for exploration. Since 1890, 
horse-power per ton of machinery has been raised almost threefold for 
merchmt ships. Fuel consumption has been reduced from the very 
early 4*5 lb. of coal per H.P. per hour to one-half or, for Diesel en^es, 
even one-third of a pound of oil. And weight reduction in boilers and 
engines has reached such limits that in passenger ships the embarrass- 
ment is often that there is not enough weight to ensure satisfactory 
immersion and stability. 

(m) The importance of expert buying is dear when it is realised 
that the cost of materials is not less dian 60 per cent, of the total cost, 
exduding profit, of building a ship. 

(IV) In the actual process of assembling parts, all the human and 
technical problems of works management arise. On the technical 
side there have been mqteriments lately in preconstruction or the 
building of parts before th^ are raised to the hull. In general, how- 
ever, the main problem is the same as that which has given rise, in the 
erection of American skyscrapers, to the introduction of a “ Building 
Organiser” Utween the aidiitect and the builder: namely, the 
problon of bnngmg every item of material into its assembly pl ace 
in the yard at ^the precise moment when it is needed. Delay in the 
arrival of any importot part may cause immense waste. When this 
occurs, “ the orsly thing to do ”, according to one informant, ** is to 
bring every man' off the ship at once ”. 
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Tkt Cost Stnature 

, Bef^ methods of self-help in an industry can be 

sometfamg must be known of its cost “ structure ”, in particular, the 
ida^n between prime costs, fixed costs and shut-down costs. 

Relatively, say, to the total outlay for building a battkahip, the 
dut^own costs of a shipbufiding yard may be exceedingly smalL 
Much depends on the method of finance. If the firm has issued con- 
siderable debenture stock its shut-down costs will be correspondingly 
high. Another important fector is the liabffity of the pbmt to de- 
teriorate. The more lavish the provision of cranes and machinery, the 
greater witt be the cost of keeping them idle^ with tbe result that it is 
often the largest firm adiich has tke heaviest eixpeoat in abutting down 
t^pora^y. A small firm may be &ced only with rates, rent, anwii 
charges for insurance and upkeep of plants and the niaint»>n:inm of a 
skeleton staff. As will be seen, the outh^ for these will often be quite 
inconsidet|d}le compared with the usual cost of operation of the firm. 

One discovery made in this enquiry is diat, as a rule, shut-down 
costs are the only absolutely ” fixed ” costs. It is true that annw over- 
head charges, not included in shut-down costs, may be difficult to 
reduce once they have become established. Iliey may be ** «*»nii- 
fixed " in the sense that time and friction are involved in reducing 
them. But in Shipbuilding even these semi-fixed charges are both 
small in amount a^ fiurly easily adjusted. For instano^ advertise- 
ment, sales and distribution costs are ne^i^ble. Insurance can be 
varied. Qerical, administrative, research and drawing-office sta& 
can be partly adjusted to the number and size of contracts. Direct- 
’ orates are small in relation to their operations, and their fees are not 
sacrosanct. 

Prime cost accounts for an overwhelmit^y large proportion of 
totalcost. The greatest single item is expenditure on material. Among 
firms which do not produce thdr own eugmes, material cost may rise 
to as much as two-thirds of the whole, percentage varies accord- 

ing to the rise and M of prices ; but it was estimat^ before the war 
by a director of a Clyde shipbuilding firm diai^ owing m increased 
specialisation of construction, sfaipbuildets control not more than 
one-third of the cost of a ship. 

The next prime cost in or^ of importance is wages. Ifsalariesbe 
included this fiictor accounts for the greater part of die test of die 
VOt.1 L 
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cost, sinc^ as noted, overhead charges other than for clerical and 
professional staff ate very s%ht.* A further prime cost, power, is 

apparently not a laige item. ^ 

There are strong grounds for believir^, accordmg to advice 
received, that prime costs tend to rise as from the first contract. In 
other words, when a firm is engaged on a single contract the prime 
cost per ton of output is less dian when a further contract is added. 
The reason is mainly that the efficiency of labour and management 
is hipest when concentration is greatest; but diere is the fiirtha 
consideration that when the demand for ship materials expands, their 
p ricyf rise, perhaps almost imperceptibly at first, but progressively as 
new orders are added. 

To gpnf»ra1 data concerning the cost structure of a firm, some 
tlnwiU be added during the discussion of policy. The problem to 
be confronted must now be assumed and examined. 


Post-War Poliy 

Let it be supposed that after the war the Shipbuilding industry of 
Great Britain is freed, as before, with a collapse of demand to less than 
one-half of the capacity of the yards. What remedy has the industry ? 

It will be sound first to eliminate policies which will not av^. 
From the forgoing account of costs it is dear, at the outset^ that diere 
is litde value in any form of amalgamation of shipbuilding firms. One 
purpose in amalgamation is to enhuge the scale of operations so that 
ov^ead charges may be spread over much greater output. As noted, 
however, in the building of ships “ fixed ” or overhead costs are slight 
and are not truly r^d. Then, amalgamadon may yidd benefit when 
prime costs frU with the increase of output. But in Shipbuilding prime 
costs rise. Odier conddetations such as the ingrpgi^H me of maddnery, 
avoidance of compeddon in advertisement and overbp in transport 
and the economy of bulk selling, are irrdevant to this industry. There 
are indeed strong economic grounds for assuming that however deep 
the abyss into which Shipbuflding may frU after this war the remedy 
will not be SOU^t thrOU^ large-scale amalgamatinn 

At the other extreme, the nodon of deliberatdy intensifying 
compeddon in order to cut down the size of the industry is equally 


*TIietem“coa”d«»noteiiibnceprofitaadiiueiestoaowneis*eapioL Thetenunto 
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unsound and unnecessary : unsound, because the utmost loss which 
can be forced upon any firm by others if it is determined to hold its 
ground is shut-down cost;* unnecessary, because a highly 'efficient 
system has been devised already for eliminating redundant yards. No 
doubt this system will operate again if it is needed. 

In brief, the scheme was as follovra. A company known as Nadonal 
Shipbuilders' Security, Limited, was formed in February 1930 with 
the right to borrow up to 500,000. Each shipbuilding firm which 
accepted membership of the company executed a deed of covenant to 
pay to it a sum equ^ to i per cent, of the contract or sale price of all 
vessels after completion. The revenue thus derived was used to buy 
up redundant yards voluntarily offered for sale. More than two-fifths 
of die existing yards were eliminated before the end of the peace 
interval. 

Future Acdan in Emergen^ 

Two of the schemes of self-hdp to be proposed below would be 
unnecessary if the Government assumed its full responsibility for 
planning. In default of a national plan, however, every industry must 
inevitably seek some form of independent salvadon. 

The first proposal is simply to revive Nadonal Shipbuilders' 
Security, Limited, as a means of adjusting capacity to dem^. The 
precaution will be necessary, in the purt^se of redundant units, to 
leave enough specialised yards for each type of ship to be built, to 
preserve a balance between different parts of the country, and to ensure 
that it is the technically strong, rather than the financially strong, units 
which survive. 

The Government action which would make this unnecessary would 
be Stau purchase of redundant yards with a view to holding in reserve 
as much capacity as might be needed in emergency. 

Insurance against Depression 

The second proposal is to extend the Nadonal Shipbuilders' 
SecuriQT scheme to create a form of insurance against depression. 
The levy on completed tonnage might be raised to 5 per cent., the funds 
being used to subsidise ship purchases during depression. 

> la ptacdce few firms have used the expedient of shutting down lempoiarily. They pie&r 
to continue working at a loss gteaier than shutdown cost because the dfficulty of reopenings 
collecting a new team and new material, and regaining ihythm is considetable. 
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The would be made as fully international as possible. If 

some foreign buOdeis failed to adhere, a j per cent, tariff might be 
imposed on the purchase of ships built in countries where the scheme 

was not opeiaring. , ^ r 

During a depression, after a date to be fixed by representatives of 
a grant from the international fund would be mad^ as a 
per^tage of value purchased, to shipowners in all countries subject to 
the levy, provided that they placed orders within a given time limit. 

The effect of the plan would be to raise prices during relatively 
prosperous times in order to offer low prices in depression. Demand 
would be spread over time. 

As will be seen later. Governments have more efficacious means of 
gaining the samc end. There is one sphere, however, in which the 
State has little power unless it is prepared to take over the entire 
industry itself : that is, the realm of technical progress whereby the 
rate of ship replacement may be increased. Such progress affects 
the long-term health of the industry rather than its capadty to meet 
die immediate post-war emergency. 

SMp Replacement 

If techmcal advance in Shipbuilding is swift, old ships lose the 
capadty to compete with new. The ship-replacement rate rises. 
Shipyards become more active. 

Before the war the aggregate merchant fleets of the British Empire 
exceeded 20,000,000 tons gross. If the entire replacement of the fleet 
were effected in British yards, a 6 per cent, replacement rate would 
imply an annual output of 1,200,000 tons, to which would be added 
tonnage for the expansion of the Fleet, for export and for the account 
of the Government. These together might ensure a reasonable level 
of acdvity in British shipbmlding yards. 

Progress in cost-cutting and in the production of better ships from 
the same material may proceed by many channels. Some discoveries 
may prove revolutionary. At present the loss of energy in the average 
mercantile en^e between the combustion of the fuel and the propul- 
sion of the ship is such that the effideniy retained is less than one- 
fo^. Invention may lead to a sudden and fer-reaching in 

tlus proportion ; but such changes could never be predicted. Other 
advances may take die form of steady development along stereotyped 
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]inK, say through the meticulous study of the type of ship ^Aci pn 
which wUl most fully suit each trade or class of fiei^t 

Although it is impossible to foretell the course of iavention, what 
my be said with dogmatic force is that so long as there remains any 
degree of compeddon whatever, die uldmate survival of any brandi 
of the Shipbuilding industry will depend on the rigour and concentra- 
don with which its research staff and architectural department follow 
every clue to technical economy. The stimulus in peacetime was a 
most sternly constraming combination of home and foreign competi- 
tion. Such competition may continue. If it does, only die fit will 
survive. If it does not— if, for instance, it is tiiminfahH for the 
British industry through Government aid or intervention — there may 
be grave risk that the industry will become enfeebled through lack of 
compelling motive. There are few industries in which business rivalry 
has played a more coercive part. Should this spur be abandoned, an 
immense responsibility falls on die industry to discover a further 
dynamic. 

The World Market 

The world market for ships has long been subject to political 
infiuence. Countries which required either a large Navy for defence 
or a Merchant Service to import essential goods, cannot afford to let 
their shipbuilding fail. Direct or indirect subsidies ate therefore 
assured to the home industry whenever it is threatened with collapse 
or fiiilure in competition. For these reasons, British shipbuilders do 
not appaiendy test their hopes on recovering a large share of the 
foreign market for ships. 


Mercantile Tonnage Launched prou the Clyde por Houe, 
Dominion and Foreign Shipowners « 


Shipomo 

> 9>3 


<931 


<937 

Home . 
DonMon . 
Foidgn 

Total . 

y 83>374 

*9.286 

144,316 

Ill 

\Afrp- 

164,838 

27,833 

230 

323,9x1 

42,062 

i 3 ,x 3 x 

736,976 

672,438 
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326,837 

381,104 


^ FisUDcs zeprodixccd by difi ootuteay of the Shipbuildiaf Conespozideat of the &axgi>w 
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The ffome Market 

The task of maintaining command over the home market does not 
appear to have raised serious difficulty exc^t at times when for special 
r^ons British costs have risen shaj^Iy in relation to foreign costs. 
Li the year 1937 this handicap was especially felt. There was a re- 
armament boom in Great Britain incomparably greater than that of 
Wrillaiiflj Scandinavia and other competing countries. Rearman^t 
absorbs materials and machines of the type required for shipbuilding, 
and creates serious scardiy and rising prices. According to figures 
quoted in Fairplay^ the cost per ton deadwei^t of producing a mer- 
chant ship of plain design in Great Britain rose £n>m less than ^9 in 
June 1935 to over-3Ci4 at the end of 1937. During 1937 and 1938 there 
was a substantial, indeed unprecedented, diversion of orders from 
British to foreign yards. The Glasgow Herald reports in August 1938, 
for instance : “ For the first time in history the shipbuilding industry 
has to record an adverse trade balance. TTie total foreign mercantile 
work under construcdon in diis country has a declared value of some 
j([3, 500,000, compared with ^([6,500,000 worth of orders in foreign 
yards for British owners.” 

This esperience indicates that the home market is never finally 
secure. A wide divergence of home and foreign prices at all times 
involves the risk diat the tradidonal loyalty of British Shipping to 
the domestic Shipbuilding trade will be destroyed. Clearly foe Ship- 
building industry can never afford to ignore competitive costs and 
prices. 


Government and Industry 

As a prdiminary general conclusion it may be suggested that foe 
division of respon^ility between foe Shipbuilding industry a nd foe 
Government is as follows. The long-period survival of foe British 
industry as the major branch of foe world^s Shipb uilding trade depends 
primarily upon its own ability to dimmish costs. On foe assumption, 
then, that technical progress in foe future is not less than in foe past, 
and t^t foe British industry continues to maintain the competitive 
pace, it is ^ Government’s responsibility to provide those conditions 
of intenadonal trade, and of Government demand for ships, which will 
^ve rise to a large and steady volume of orders for replacement, 
repair and expansion. The Government is m foe long run powerless 
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lie characteristic of the service provided by Ae bner company is 
its regularity. It covers a predetermined route according to a published 
time Idiedule, and its ships sail irrespective of the load they c^. On 
the other tramp ships, which form the second main division of 
the industry, are at the beck and call of traders in every port where 
traflSc happens to be available, and sail at the times and on Ae routes 
prescribed by each shipper. It is the extraordinary flexibility of the 
Lmp service that enables the Shipping industry to adapt its capacity 
to the seasonal or accidental vagaries of trade on which the amount of 
par gn available at any time or place depends. 

To the shipping company, a fleet of small vessels is an infinitely 
more unit than a single large vessel. This consideration 

dictates the size of both vessels and firms in tramp shipping. In 1938 
die tramp companies of the United Kingdom had an average paid-up 
capital per company of under The number of slups in each 

fleet is generally small, each company owning on an average rather 


The Tramp Shipping industry distributes its service fairly evenly 
over the whole of die United ^gdom ports and harbours. The 


at the end of December 1938, indicates the principal centres of these 
services : 


Loodoa 

No. of 
CoDjama 

XoLorShipi 

Tods Gnu 

London . 

N£. coast . . 

Clyde . . 

Biistol Channel . 
Others . . . 

80 

5* 

37 

43 

10 

238 

233 

1x4 

104 

46 

1,158,5x8 

1,048,854 

498,706 

49t,393 

2x3,862 


Coastal Trt^ 

The diird main division is Coastwbe Shipping. It includes all 
typ« of ship, both liner and tramp j but, broadly speaking, ships 
employed in this trade fill into one of three sub-classes. There is 
first the coastd liner, a vessel usually of some 10,000 tons, which in 
1935 was typical of about 46 per cent, of the gross coastwise toiuiage. 
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Passenger and cargo accommodation are combined in 64 per cent, of 
the cases. The larger coasting tramp^ of 1000 tons or over, forms the 
second main class of coastal vessel, and is chiefly eng ag ed in the coal 
trade. Finally, there is the smaller coasting trampy of under 1000 tons. 
Included in diis dass ate many motor boats operating sing ly or in 
small fleets from most British ports. 

Intend^ of Competition 

There is no branch of the Shipping industry which is not subject 
to some degree of competition. This may take several forms. Com- 
petition widiin the group is particularly marked in the tramp section 
of the industry. The international market for ocean freight transport, 
for example, is one of the most competitive in existence. Chatter rates 
are quoted ^ily and adjusted as between different centres in all parts of 
the world by telegraph. More recently, however, some efforts have 
been made to limit the extent of this competition by the or^misation of 
minimum freight schemes in the main tramp trades. 

liner rates are much more rigid, being normally flxed for relatively 
long periods. In peacetime they have often been controlled through 
the Liner Conference system, under which the freights in many of the 
principal trades are regulated by associations of the lines engaged. The 
nature of the agreement may vary from a formal undertaking to observe 
certain minimum freight rates to an elaborate demarcation of interest 
and an attempt to obtain a limited monopoly dirough a scheme of 
rebates to shippers using Conference lines. 

Although there is thus a marked difference in the degree of internal 
competition experienced in the British liner and tramp sections — a 
difference due mainly to the type of service they render — both are 
menaced by other forms of competition, especially in periods of 
depression when surplus capacity grows. Both ate subject to some 
measure of competition from foreign shipping in all parts of the hi^ 
a rid even in the sphere of British coastal traffic there has been 
substantial invasion from abroad, in particular by Dutch vessels. Both 
are apt to invade one another’s territory. And both are rivalled by 
inland tr ansp ort in. carrying goods &om one British port to another. 
These facts have a substantial bearing on future policy. 
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The PossiHSttes of Aemnfy the Industry 

It is sound to recognise at the outset that the pohttcal interests of 
the State if construed in a narrow, nationalistic way, are directly 

antagonisdc to the interests of Shipping. To a Government which is 

compeUed to think in terms of wartime needs, a large merchant navy 
may seem indispensable regardless of the absence of overseas trade. 
To shipping concerns, on the other hand, it is imperative at all times to 
avoid surplus capacity. Idle tonnage invariably spells a collapse in 
freights. "When diis happens, profitless times continue until the harsh 
prooM of cutting down capacity at last reduces competition to a point 
at which frd^ts can rise again above costs. 

Self-help in Shipping after die war may therefore consist partly in 
fi ghting any ftilse or iireqionsible policy on the part of the State. The 
industry should he adamant in adjusting its capacity to the actual need ; 
for only by so doing will it compel die Government to shoulder its 
own fair responsihility. If the Government, as representative of die 
people, r onsidffrs that there is a polidcal need for surplus ships, it 
should purchase the ships itself and pay die cost of laying up the whole 
addidonal tonnage. 

Subsidies are a trap. Inevitably, if some nadons subsidise their 
shipping odiers will feel compelkd to do the same. But the total 
effect, if all nadons adopt the policy, is to intensify freight-cutting. 
The M in freights may lead to some expansion of overseas trade ; but 
the effect wiU not be appreciable. The root cause of the trouble, the 
superabundance of ships, will remain untouched. 

Hence the primary, positive object of self-help in Shipping should 
be to adjust the size of merchant fleets everywhere to the actual demand 
for shipping space. The immediate post-Azmisdce period will be the 
most propitious for this, both nationally and internationally, for 
scardty will at first prevail : and it should prove msipr to limit 
expansion than to effect contraction. 

The most suitable method of reducing capadty wiU be to create a 
common fund, similar to that of National Shipbuilders’ Security, 

'f.v-1 J J • II. 


di^g a slump. The fund would be financed by contributions from 
shipping companies, assessed as a percentage of their gross receipts 
from freights. If possible the scheme would be extended to all countries 
wih merchant fleets, but if that proved difficult a purely national fond 



would nevertheless be valuable, especially in the liner section. 

Surplus ships would be bought either with money borrowed on the 
security of the income of the fund, or with die accumulated resources 
of the fund, .the prices offered being attractive enou gh to ensure the 
surrender of whatever tonnage was judged to be surplus. Laid-up 
tonnage could be re-sold to slipping finns whra trade improved. 

The same fimd might be further employed, after it had done this 
work, in supporting the insurance-against-depression plan recom- 
mended for Shipbuilding. It is in the interests of shipowners to buy 
during depression if prices are low enough to compensate the cost of 
laying up shipping ; and they will gain by co-operating in a scheme for 
reducing ship prices at a time when the building yards are emp^. 

Fair Comjpetitive ConJidoas 

Apart from measures for reducing capacity, certain mtemadonal 
means are available for diminishing die intensity and iU-e&cts of 
competition in shipping. A devdopment specially strengthening to 
the tramp secdon of the industry wUl be the world-wide promodon, 
through the Intemadonal Labour Organisadon, of die Intemadonal 
Seamen’s Code elaborated by that body. The provisions of the Code 
cover many items affecdng ^e cost of navigating, such as : Hours of 
Work on board Ship and Mannbg ; Employment of Children and 
Young Persons at Sea ; Sickness Insurance ; Unemployment Insur- 
ance; and Annual Holidays with Pay. Once such a Code has become 
established, the further t^ of securing mtemadonal agreement on 
minimum freights to be charged on different classes of cargoes will be 
much simplified, and greater success in this may be eiqiected than was 
achieved before the war. 


m. Government Aid for Shipping 

- Before the Government can devise a policy for Shipping it must 
come to a dedsion on a more fundamental matter. The first problem 
to be faced is polidcal : namely, whether Bridsh security is to be 
guaranteed in future through the nadon's own strength or throu^ the 
creadon of an mtemadonal body whose independent strength shall 
exceed that of any combinadon of nations or ex-nadons. The methods 
are mutually exclusive in pracdcally every field of their applicadon. 



There will nevertheless be an almost overwhelming temptation after 
the war to work on both theories at once. And the end may again be 
divided counsel and confusion. For immediate purposes, however, 
it will be assumed that the intention is to build up a world-power for 
the defence of agreed principles of justice. 

The embryo of an international police force exists already in the 
form of the combined Allied armies, navies and air units ; and it may 
gain strength and ejpand by incorporating the forces of neutrals and 
others. As counterpart to the gro"^ of this police organisation diere 
must be a corresponding growth in its means of supply. An inter- 
national navy needs an international merchant fleet behind it. If, 
however, the entire merchant services of the world are internationalised 
fi-stj a great simplification of control at once results. Not only is the 
police navy ther^y assured of its supplies ; in addition, the supplies 
of national navies, if these are allowed to exist, are kept wholly under 
control. 

The internationalisation of merchant shipping is therefore a 
principal step towards the creation of a world system depending on 
central dominant power. If that is to be the aim — and it may be 
noted that politick aims will at times override minor economic con- 
siderations — there are certain national measures which will smooth 
the way for international control. One such step, recommended here 
for adoption in any events is the nationalisation of dl liner transport. 

A Bridsh Liner Corporation 

The formation of a British Liner Corporation is suggested with a 
view to combining under one management all liner services whether 
trans-ocean or coastwise. The shares of exKting companies would be 
purchased with cash by the Government, which would then own the 
assets of the Corporation in the same way as it owns the British Navy. 
For reasons to be indicated later, the Corporation would function more 
as a public service, to be maintained in the same way as the Navy, thnn 
as a commercial undertaking. 


^ control tramp shipping might be left 

or subject only to ficence and inspection by agencies of the 
International Authority. Nationalisation of this branch of the service 
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Such extremes as these may be in the public interest from one point 
of view. They'reflect the temporary Government’s cunent estimate of 
the need of defence. But they accord with no conception whatever 
of public morality. They evince no sense of responsibility for people. 
Tlte practice of ejgiloiting workers, then casting them on the industrial 
scrap-heap as soon as they have served the public ends, is utterly 
repugnant. 

It is quite inconceivable that in any form of planned economy such 
violent flnrtnatin ns as these could be deliberately generated by a 
Government. As has been seen, the method of making compensation 
would be strai ghtf orward and peculiarly eiScient. The method 
consists in bracketing together naval shipping and passenger shipping 
as a sing1i» unit for purposes of expenditure, so that whenever the State 
is relieved of die need for spending money on defence ships it diverts 
the money at once to the construction of passenger ships. When 
ffQTinmiog aie made through reduced navd personnel, the funds 
rrieased are spent in promoting civilian travel through the lowering of 
ocean £ires and odter means. 

The British Liner Corporation would be the Government’s agent 
for ordering and controlling the passenger ships. Under general 
instructions horn' die Planning Authority it would issue orders to the 
Shipbuilding industry, take the new ships into commission, and scrap 
odiers which were old or ineffident. Further, it would be the agent 
for recdving all moneys from the Exchequer and dividmg them 
appropriately between ^e purchase of new ships and the reduction of 
i^s to attract enough custom to fill the ships. 

It is said diat very substantial economy could be effected in the 
initial cost of passenger ships if less fastidious standards of accommoda- 
tion were acceptable. A saving of the order of one-fourth of the 
current costs could apparendy be made by constructing ships on a 
basis of lower speed and less el^iate amenities and decoration. With 
the aid of reduced running cost and the acceptance of a low return by 
die State, travel by sea mi^t be brou^t within the means of many 
thousands of people who have never before left the British coast. 

Navd and passenger services together will be the source of a high 
proportion of the demand for ships — possibly as much as one-half— 
but other groups are important One is the cargo liner section. In 
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the past the demand for new tonnage from this branch of the trade 
has swung violently between extremes. In the interest of stable abtp 
producdon it will be imperadve after the war to regulate investment in 
cargo liners. If there exists a British Liner Corporadon financed less 
as a commercial concern than as an instrument of ftatitvnal plannings 
the method of regulation wU be simple and direct. The Corporation 
will be requited by its constitution to maintain a stable replacement 
rate for cargo ships. The rate will be determined by Order of the 
Board of Trade and mil remain unchanged except when a review of 
the situation manifestly calls for a new investment policy. 

The demand for tramp ships for ocean and coastal transport — the 
last main category to consider — has likewise shown wide fluctuation. 
Government regulation, in this case, might be effected m one of several 
ways : (i) by strong support for privately organised schemes of 
insurance against depression ; (a) by providmg facades for the laying* 
up of tonnage, so that companies whidi bought heavily during 
depression would not suffer from over-capitalisation ; (3) by State 
purchase of ships for rent or sale to tramp companies. 

The last method is favoured here. The Government might 
constitute itself a middleman between the shipbuilder and the sltip- 
owner, bu^g ships at suitable times to promote stability of ship- 
buildi^ employment, and selling or tenting them to the shipping 
trade whenever the demand arose. If, for political reasons, the 
Government wished to maintain a reserve of tonnage, it would 
purchase ships in excess of need and exchange the new ships for 
others at attractive exchange prices, laying up the older ships for 
emergency use. 

The main proposals for the Shipping and Shipbuilding bdustries 
may be assembled in conclusion as follows : 

(i) The formation of a British Liner Corporation to assume the 
monopoly of both ocean-going and coastd liner tran^ort. 

(a) The treatment of naval and passenger shipping in the same Vote in 
the Budget^ and the expenditure of public funds in such a way that 
the aggregate employment given in the naval and passenger section 
of Sltipbuilding remains constant. 

(3) The subsidy of travel by s«i. 
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Post-W^ar Beconstruction Credits 

Lmnediately after the Armistice there wiU be a n^d for a Ministry 
of Supply with a new function : to speed up the transition to peacetime 
conditions by expanding different departments of industry in their dm 
order. In gnginppring die machine tools section must receive first 
a *t»n»tnn. Next foi coiisideration will come all those engineering firms 
which produce ihe machiner y of essential-goods industries — bakeries, 
clothing and boot and shoe factories, coalmines, brick works, timber 
mills, and building, decorating and furnishing trades.^ In many cases 
both the pngmeeting firms which supply these industries and the firms 
in the industries themselves are small ; and they may lack the means 
of borrowing on a fiiirly long-term stable basis. The hKnistry 
of Supply will need the power to furnish them with such means. 

A wTipmp is proposed, therefore, under which finance officers of 
the Crown would be empowered to direct any bank to grant a loan to 
a bonower approved for the purpose by the Minister of Supply, the 
ptindpal and interest of the loan being guaranteed to the bank by 
the Government through the deposit of Treasury Par Stock (see the 
chapter on Banking, p. 277). Wj^e the main object of the plan would 
be, as said, to enable the Ministry of Supply to equip the essential- 
goods industries, any firm in any industry might nevertheless make 
application for a loan under the scheme ; and its claim would be 
judged by special criteria discussed below. 

The interest rate which the Government would pay to the banirc 
in respect of such loans would be determined accordmg to the actual 
net cost to the Bankmg system of extending credit, as revealed by the 
profit and loss accounts of the banks (see p. 279). The interest rate 
which the borrower would pay via the bank to the Government would 
exceed this rate by a fraction sufficient to cover the risk and adminis- 
trative cost of ffie scheme. The borrower would be safeguarded 
against any calling-in of his loan during its currency, which would be 
fixed at the time of borrowing, and would not exceed five years. He 
would likewise be safeguarded against any change in the interest 


. entrusted with the granting of loans in each 

mdust^ district might be appointed by the Treasury, but they would 
act mder regulations prepared jointly by the Treasury and the Ministry 
of Supply. Smee they would need to co-operate closely with bank 
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V n»tnose short-tenn credit is of Htde use. It is trre diat 
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&om ill cooMcttai -ridi the export ““y 
of goods wholly or pardy produced m the Urated Kmgdom. ^ 
aggregate amount which might thus be lent was restricted to £»6 
neiiUnn^ Slid the limit of time fot thc rqayment of credits was fixed 
at 8 September 1915. This time limit was hter advanced ; and the 
Board rfTrade was thus given reasonable scope m providing medium- 


term loans for esport. 

It can with all assurance be forecast diat after this war many other 
rmintfiiia ^11 be fo tite Same need. Some may have sufiered great 
phyrical destruction; others may have been denuded of stocks or 
financial reserves. In any event diere will be a demand for some scheme 
eitnilar to tite above. But the scheme cannot become truly efficient 
mkss emy wmeas loan earriu the Bridsh Governments own guarantee. 
It is not enon^ for the Government to make die loan to ^ British 
aborting firm, leavii^ the firm to bear the onus of any defimlt by the 
fordgn importer. If risk is mvolvedmlendmg to a new or devastated 
country, it is the Govemmentis duty to assume the risk ; for it alone 
is competent to probe the porition of die importing country and lay 
down conditions a&ctug its sound administration. 

"When spedal aid was given to Austria and Hungary in ipzi and 
1924, die c^ts in both cases were associated with the ffirect inter- 



national supervision of tile internal government of the countries. And 

when, from 1922 onwards, substantid support was given to the Govern- 
ment of Sudan for irrigating the Gezira Plain — another important 
precedent involving a loan of £7 million, in respect of which the 
Treasury was empowered to guarantee bo 4 interest and capital— it 
may be assumed that the Treasury was able to satisfy itself as to the 
soundness of Sudanese administration. 

The Government is indeed qualified in every way for relieving the 
exporter of unfair and burdensome risb. Not only has it the mpans 
of invest^dng the internal practices of borrowing countries and 
attaching conditions to loans ; it also has in being a method of enquir- 
ing into the credit-worthiness of individual foreign firms. For several 
years the Government has been developing a world-wde system for 
securing reliable information on die stability of firms dem anding 
credit ; and although this system is connected mainly with a scheme 
for guaranteeing credits of a short-term nature, it may with much 
relevance be examined here. 

Gefyer/mait Guarantee 0 / Export Credits 

An Export Credits Guarantee Department has been set up by the 
Board of Trade to administer cermin powers conferred on the Board 
by the Export Guarantees Act, 1939, under which exporters can be 
insured against loss due to a wide range of causes. 

The central feature of the scheme as developed in 1941 is an All-in 
War Emergency Guarantee whereby, under a sm^e policy, a British 
exporter can be insured against loss due to (a) the insolvency of the 
foreign buyer, (b) the Mure of the buyer to make payment owing to 
exchange restrictions, the occupation of his country by an enemy 
force, or any odier political cause preventir^ fhe transfer of 
money, (c) the inability to ship goods ordered, and (d) the cost of 
tcansltipment, frustration or diversion of voyage. 

The term "All-in" policy is justified, inasmuch as the policy 
specifies the few risks that are excluded — for instance, the exporter’s 
own insolvency, civil commotion witiiin the United Kingdom, and 
British governmental regulations— and insures the exporter against 
all else. Briefly, it guarantees 85 per cent, of die loss in the case of the 
insolvency of the foreign buyer, and 90 per cent, of any other loss due 
to the inability of the buyer to accept or pay for goods ordered, or 
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to die wardmedifficuliy of transport. , , , . 

The British exporter qualifies for this insurance by declaring to the 
Department the whole of his export business for a period of twelve 
months, and by paying a premium on the aggregate value of it. 

If the exporter wishes, he can be insured for each mam risk sepaiy 
ately. In he may take out a special policy for protection 

against a rise in freights and shipping insurance rates. 

The advantages of the scheme, as mdicated by a large exporting 
company which has used it, are, first, that it makes possible the 
vigorous promotion of sales in markets otherwise deemed too risky ; 
secondly, that it enables the company to quote firm prices ; and, 
diirdly, that it has in feet made compensation for past losses. 

There is the further advanta^ important especially for firms not in 
direct contact with their foreign customers, that Ae Department investi- 
gates die financial stability of ^importing companieson itslistand when 
necessary advises die exporter. The invesdgadon is conducted through 
the British Government’s representatives in all parts of the world, and 
the information becomes more valuable with tiffle,smce it is cumuladve. 

A cridcism sometimes levelled against the scheme is that its 
insurance policies are too comprehensive to suit expordng firms which 
have forrign agencies under thdr direct control. In the markets 
coveted by these agencies the firms are already paying the equivalent 
of insurance cost. It is in the other markets alone that they need 
insurance ; and their requirements would be served best by policies 
relating to pardcular countries or continents. High premiums for such 
limited policies would not, apparendy, destroy their value or popu- 
larity. However, the Department has not so & felt able to meet this 
demand, one reason being, no doub^ that it is reluctant to acquire a 
high propordon of the worst risks, which are the least easy to assess. 
When a Department has limited resources and must therefore try to 
^ its policies a firm actuarial basis, the reluctance can be understood. 
But there may come a time, especially after the war, when the Govern- 


an actuarial sph^mo- 


MaStan-Term Foreign Credits 

It is within the competence of the Export Credits Guarantee 
Uepartment to develop a system of medium-term credits. The 
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Department has the right to incur liability up to a limit of £75 milUnn ; 
and presumably this limit could be extended if new business re- 
quired it. 

It was seen earlier that for the double purpose of restoring 
devastated Europe and sustaining activity in the export section of 
British Engineering the chief need after the war will be credits having 
a term of between two and five years. The engineering firms cannot 
be expected to supply these credits, and the foreign importer may be 
unable to secure Aem outside Great Br itain. 

The British Government can already guarantee medium-term 
credits of this kind through insurance schemes similar to those evolved 
by the Export Credits Guarantee Department. But a guarantee is 
useless if nobody is willing to provide the actual credit. The type of 
scheme required is one under which an eiqiorter, havmg received the 
Department’s guarantee in respect of a foreign contract for which 
he requires a credit lasting sevoal years, can then submit the guaran- 
tee to the bank as the equivalent of an instruction to it to supply 
the credit. Thus, the most satis&ctory procedure would seem to be as 
follows. 


A British exporter of engineering goods, for instance, takes the 
initiative by submitting a tender to a foreign Authority requirmg 
engineering work. The tender is drawn up subject to its endorsement 
by the Export Credits Guarantee Department, and to the later inclusion 
of a risk-insurance premimn in the contract price. If the overseas 
Authority accepts the tender, it is submitted to the Department, which 
determines the risk premium according to die prospective stability of 
the Authority and of the country concerned. The Department’s 
guarantee coders on the exporter the tide to demand from his bank a 
l o an equal to the sum guaranteed. The rate of interest paid by the 
exporter is determined in the same way as for reconstruction credits, 
and is fixed for the whole currency of the loan. The bank is safe- 
guarded through the deposit of Treasury Par Stock.* 


A Twofold Scheme 

In brief, for the purpose of re-capitalismg industry after the war 
and nccigt-ing the recovery of export trade in Engineering and other 

« Tt.. AV nf hy ihe exporter could ^ dfaui^^by a clause wquiringto to » 

the ratio of the amount of the loan to the total contract price. 
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capital-equipment industries, two systems of ^ency credit are 
proposed. Tb^ Srst, mainly designed to assist the Mimst^ of Supply 
hi expanding essential-goods industries, would provide domestic 
loans at relatively low, fixed rates for periods varying from two to five 
Tho wcond would provide foreign loans of similar currency. 


The Engineer^ Cycle 

The “ post-hoom slump " will be by far the most serious risk for 
Buginooting to face in the first years of peace. As noted earlier, the 
replacement boom itself will stir this industry to such an extreme of 
activity that it will become the chief absorbent of munition workers. 
The ovpatifiinn^ however, can be neither mamtamed nor repeated, unless 
there be another war, for it is purely an after-war phenomenon. Once 
replacement is complete, Engineering will settle to a new lower norm 
consistent with the ordinary gro^ of mdustry. In a planned 
economy, labour which is employed in restoring destroyed factories 
and ma(^es in die first phase will be transferred later to work in the 
new fectories and to tend the machines. The actual manufacturing of 
machines will decline to a new tempo. 

Thus in the most perfectly ordered system Engineering must face 
contraction two or diree, or at most four, years after the war. Pre- 
cisely when the slump in this industry will come depends pardy on the 
extent of wartime devastation, and pardy on the connection between 
the cycle of en^neering and ^t of general trade. 

Figures are available showing the time reladon between the greater 
and the lesser cycle from 1924 to 1932. The year 1924 marked the 
high point of partial recovery from the post-war depression ; and in 
^y of that year there were 754,067 insured persons employed in 
Engin^g. h June 1930 - the first year of the great world slump 
Mowng die Vail Street crisis — 656,944 were employed, represent- 
ing a zall of 13 per cent. In the same month of 1931 and 1932 there "was 
afimher drop to a level 28 and 32 per cent, below that of July 1924. 
The corresponding returns for Coalmining show a fiill of 3 1, 43 and 47 
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per cent, in 1930, 1931 and 1932. In Metal Manufecture the proportions 
were 19, 41 and 42 per cent. In Shipbuilding they were 22, 54 and 63 
per cent. From these figures it is seen that the effect of the trade cycle 
on Engineering was neither so marked nor so immediate as on certain 
other large industries. 

The general failure of demand at the be ginnin g of a slump may 
affect Engineering less than other industries because engin eerin g pro- 
ducts are often supplied in connection with long-period contracts^ 
such as tile extension of factories, railway development, irrigation and 
water supply. Since activity is thus spread over time, the post-war 
Engineering cycle may be expected to lag considerably behind that of 
general trade. There may be no pronounced decline m this industry 
until nine or twelve months after the break in the general upward 
swing of trade. 

A guess might therefore reasonably be made that about three years 
after the end of the war Engineering must be prepared to fall ba^ to 
a level of activity considerably bdow that of ^e war period. An 
employment roll of three-quarters of a million in the United Kingdom 
— the figure reached both in 1924 and m 1937 — is not likely to be 
much exceeded, though the Motor Car industry might add about 
one-third of a million. The total would be much greater than that of 
any other branch of manufacture ; nevertheless it would represent 
serious contraction from the wartime level, at least for a large section 
of the industry. 

South West Scotland mi^t fare better than the rest of the country 
if the trend northwards were permanent. The wartime increase, 
indicated by a rise from 80,712 employees in June 1938 to 96,775 in 
June 1940, may not be wholly lost. However, some decline is quite 
inevitable. 


Biadjustmtat 

The question arises, then. What form of action can the industry 
tain. ? On the assumption that about three years after the war 
F.nginpprin g will be compelled to reduce personnel by 15 per cent, and 
total output by a still larger proportion, what remedies or adjustments 
ate open to it ? 

Since Engineering is not one industry but many, a general answer 
would scarcely seem possible. The classification of engineering firms 



In . i.* bdasoy Kems r«idfid onfy by te >te 

l«™ofljb<nia>ripio*““P“l'^P‘“L’^ 

ofiron iidstttL They tend mc(msequra» to su6fetlKsa™fti^ 

dmintaenddutiigatHdecydej hot they fir fiom hang 
eai*endotiedton>akeadiostmait In stiuctuie there ate probably 
not two identical firms in the whole vast industry. Some require 
massive and extensive plant ; others need little more than a roof and a 
line of single-puipose machines. Some can expand or reduce output 
Trith cluinge in cost per unit ; others are constructed with 

a specific optimum capacity and can neither expand without new 
K..ii,li-ng« nor contract without incurring great loss. Some turn from 
one line of production to another as a regular practice i others achieve 
efficient^ by specialising in one product which calls for long experience 
and acquired skill. Few firms could be grouped together as having 
precisely the same range of ouqtut 

Owing to the great diveraty of conditions^ action by the industry 
as a whole, or even by large combinations of firms, is exceedingly 
Each firm is Mle to be thrown entirely on its own resources 
in countering the efiects of a slump. And each would seem to have the 
choice of four ways of action. One is to spread risks by greatly 
i^larging the firm’s range of output so that although it will inevitably 
suffer some depression when demand fails, loss may be limited by the 
abandonment of the poorest ventures. A certmn firm in Glasgow, 
for instance, which n^es feed pumps and heaters for marine steam 
engines as its traditional trade, has widened its scope to include steam- 
power plant for use on land, high-pressure air and gas compressors for 
injection purposes, and refrigerating plant. It also makes aero engines. 
Another important method is to spread risk by purely financial amal- 
gamation with other firms, so that all units are to some extent msured 
diTOUgh the enlarged range of output and through the possibility, if 
need be, of closing some works and concentrating output on the rest. 
A further option is to change from otis kind of specialisation to another. 
Stirring accounts are heard of a certain company which, when thrown 
out of the market for electrical goods by powerful competitors, madi* 
a world-wide conquest by specisJising in mine machinery. In another 
field, however, a firm which invaded the territory of spedalists when 
its ovm was profitless is said to have met disaster. There appears to be 
no safe angle-path to commend. Thus a fourth possibility, which is 
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sometimes best, is to make no structural change whatever in fare of 
depression. It may be sound for a firm to go on concentrating on a 
limited range of worL Clearly there is no gain in “ spreading ” if the 
commodity produced, though itself not very varied, serves a AemtmA so 
wide that the fluctuations are bound to be average. Cases m point are 
hydraulic machinery, certain types of machin e tools, engines^ motors, 
radiators, refrigerators and electrical equipment. 

The degree of self-help possible to most firms is evidently limited. 
Moreover, few could face independently the remedy which would be 
best for the industry as a whole : namely, the permanent ringing of 
poorly appointed works. To make this remedy eflective there is need 
for a generous scheme of purchase. The success of the SbiphnilHing 
scheme for buying and closing redundant yards did m fact lead to the 
discussion of similar plans for certain branches of Engmeering. But 
none materialised. One reason may have been tiiat whereas Ship- 
building is fenced around by firm boundaries, almost every branch of 
Engineering merges into others. Pirating is easy. Hence, if firms are 
closed at much cost to one section of Engineering, others which have 
home no expense may invade its market, gain some of the benefit, and 
end by destroying the scheme.^ 

To be eflective a plan for adjusting the size of the industry to its 
shrunken market would need to cover every firm in the country pro- 
ducmg engineering goods. It would call for control over new entrants, 
and might even entail the issue of a limited number of licences for each 
distinct type of manufacture. A system of payment for surrendered 
capital would need to he added. 

Government aid would seem mdispensable. Such aid might be 
given through an Engine ering Reconstruction Corporation, the 
general purposes of which might suitably include the following : 


(1) To e s ta blish the extent of Government responsibility for assisting 
the reorganisation of particular firms which have been transformed 
for war puiposes ; and to assess the nature and amount of compen- 
sation or assistance due to eadi firm. 

(2) To develop a scheme covering the entire Engineering industry for 
closing surplus plant. 

(3) To giant licences for the manufacture of engmeering pro- 



(4) To assist tbe formarion of Export Groups and co-ordinate the work 
of different Groups. 

(j) To assist the financial amalgamation of companies, or me develop- 
ment of other forms of association which will enable firms to 
co-operate in promoting foreign sales and in distributfag foreign 
orders equitably. 

(6) To set up a statistical and advisory department. 

The control of the Corporation and the cost of its administration 
mi ght be shared equally between the Board of Trade and the industry. 

Government Aid 

The main assistance which the Government can give to Engineer- 
ing, as to every other exporting industry in the United ICingdom, is to 
spread the fashi on of p lanning among nations and so eliminate world 
slumps. It was seen earlier that in 1932 employment in Engineering 
was 32 per cent, bebw die level of 1924. This is die measure of the 
unemployment which will be addidanal to any loss of work caused by 
the contracdon of the industry three years after the war, if another 
world depression comparable to that of 1932 is allowed to develop. 

Thus, m order of importance, die promotion of world-wide 
nadonal planning comes first and Sax outweighs any other considera- 
don. ^ong special measures designed to assist Engineering m 
pardcular, the order in dme, if not m significance, would seem to be 
(a) the provision of medium-term credit for recapitalising 
industries, (b) the provision of medium-term credit for financing 
engineering contracts secured abroad, (c) the formadon of an Engin- 
eering Reconstrucdon Corporadon, primarily to lessen the p ain of 
inevitable contraction after the period of ” replacement 
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Iron and Steel 

From e:q)erience gained in pre-"war years the British Icon and Steel 
industry has a notable contribution to make to the development of 
national planning. In conjunction with the Board of Trade and the 
European Steel Cartel, the Employers’ Federation representing this 
industry has evolved a comprehnisive system of maximum 
prices ; and price-fixing, it has been suggested, forms an integral part 
of any effective scheme of planning. In the earlier chapter on Prin- 
ciples it was seen that certain important methods of revitalising trade 
are liable to break down through causing a disastrous rise in prices. 
Indeed it is difficult to conceive of any means whatever whereby 
demand can be vigorously expanded without some eventual risk of 
infiadon. However, if infiation can be prevented by the deliberate, 
voluntary fixing of prices, the most forthright methods of e xpandin g 
trade are quite safe. The stronger the direct grip secured over the 
price structure, the more forceful and positive can the planning system 
become. Hence there is value in examining schemes already in use for 
fixing maximum prices, such as that of the Iron and Steel industry. 

Price Control 

In order to regulate the price of any material it must be possible to 
standardise its quality. In ^ Iron and Steel trades, virtually all crude 
and semi-finished materials are made to standard specification, while 
many finished and manufiictured articles are also standardised. As a 
result it has been possible to include the price of every k^ product in 
the lists issued periodically by the Briti^ Iron and Steel Federation. 
Up to July 1937 twenty items were controlled, mcluding basic and 
haematite pig-iron and seven main qualities of steel ; and the scheme 
has been extended into the war period, its scope being now wide enough 
for the exacting needs of the Ministry of Supply. 

The capacity to fix prices manifestly depends not only on the 
nature of the material, but also on the degree of organisation achieved 
in the industry. Price agreements may be destroyed by competition 
from abroad, or from home producers who oppose the scheme. 

189 



vt, m 


INDUSTBIAL PLANNING 
IpO 

Effective oiganisation for price control therefore involves both the 
regulation of imports and the development of loyal co-operation 
among the great majority of firms at home. In reaUiy, the pric^fixing 
arrangments in Iron and Steel have crowned a long process of evolu- 
tion daring from 1933. . , , . . - , . 

In diat year, which marked the beginnmg of a phase of tariff 
defence in Great Britain, the Iron and Steel industry was promised 
protection if it undertook to reorganise. On 6 July 1932 the President 
of the Board of Trade stated in the House of Common : “ The posi- 
tion is that at a with representatives of the industry on 3rd 

June, the Import Duties Advisory Committee made it clear that, 
provided the industry was prepared to carry through a satisfactory 
of reorganisation, it was thdr intention to recommend sudi 
measure of protection as was necessary to make tire sdieme effective ”. 

The Government’s part in this arrangement was fulfilled through 
the issue of the Additional Import Duties Orders (Nos. i, 2, 3 and 8), 
193a, the general effect of which was to impose tarife of 33^ per cent, 
on a wide range of semi-finished iron and steel products and of 20 
per cent, on various iron and steel finished manufactures. The period 
of these duties was later extended on the understanding that the recon- 
struction of the industry would continue. 

The industry, for its part, appointed a National Committee on 
3 June 1932 to work out “ Schemes of reorganisation and development, 
which, with the assistance of an adequate scale of tariff protection ", 
mi^t conduce to the restoration of the industry’s " efficiency and 
prosperity”. It was an imposing tasL Owing to the great world 
depression, international competition had developed a severity un- 
eipalled, it seems, in the long hfetory of the trade. In its report 
of 29 September 1932 the Committee quoted the foliowring prices of 
“ typical products on a gold basis f.o.b. Antwerp ’’ for the end of 
August 1929, when trade was good, and for the corresponding date 
three years later : 


Augoit 

SIieetBan 

Joau 

MerduntBan 

Heavy Plates 

I9i9f 

1932 

iS •. i. 

4 17 6 

I 19 6 

£ •. d. 

5 3 0 

2 2 0 

£ >. d. 

s 13 6 
276 

£ s. d . 
660 

2 15 0 


A price collapse of about 60 per cent, is indicated. 




Moreover, it was clear that the promised reorganisation would be 
of little value unless it had a broad span both geographically and 
industrially. It would need to embrace die chief foreign competing 
countries. And in the domesdc sphere, since the iron and steel group 
comprised several virtually distinct secdons — tinplates, sheets, 
wrought iron, special steels, castings and forgings — the organisation 
would have to be repeated and adapted to each separate division in 
turn. 

The first comprehensive measure was to establish a new consdtu- 
don for the industry as a whole so that it might speak with one voice ; 
and in April 1934 die British Iron and Steel Federadon was formed to 
promote organisadon among producers of pig-iron, wrought iron and 
steel, and to secure the a^adon of allied groups. This new body 
replaced the farmer Nadonal Federadon, being much strengthened 
by centralised control and by the appointment of an independent 
c^irman. 

The reconstrucdon which took place pardy under the aegis of this 
transformed Federation, in the period up to ^e outbreak of the war, 
related to three main spheres of development : financial amalgamadon 
or extension ; techni^ efficiency ; and co-operadon, nadonal and 
intemadonal, for the control of output and prices. 


Amcdgamations mi Extensions 

As regards structural change, the nature of the reorganisadon varied 
widely in different parts of the industry. In the Scotd^ secdon, which 
produces about 15 per cent, of the tottd output of British steel, the main 
development has been through amalgamation. At an early stage 
Colvilles bought the plate businesses of Beardmores and Stewarts and 
Lloyds, and acquired the ordinary shares of the Steel Company of 
Scotland and of the Lanarkshire Steel Company. The Scottish Iron 
and Steel Company entered into a vertical integration with Bairds.* 
In addition there are intimate finandal connections between all steel 
works in South West Scodand and the shipbuilding companies which 
form both their chief market and their mam source of supply of scrap 
iron. 

In South Wales, which yields about one-dfth of the British output 
of steel, the long-established firm of Richard Thomas was able to 

> D. L. Bum, TJit Economic Hittoty of StOi-makmg, p. i. 
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Elsewhere there was much modernisation ot plant tavourmg the 
concentration of output on efficient works. Among the prind^ 
centres affected were Shotton, Corby, Cardiff and S^nAorpe ; but 
the development appears to have been general. T/u! Economist of 
17 December 1938 slates It has been authoritatively estimated that 
die total expenditure on capital requirement over the period 1934-38 
was about £30 millions, which, in relation to the capitalisation of the 
chief companies, is certainly an impressive figure 


The Rate of Improvement in Efficiemy, 1931-S 

There is a danger in fixing prices. If the price levels 

approved for any industry yield a safe profit margin for the bulk of the 
firms a^ged, many may be disposed to ignore the need for unfla^ing 
progress. Such a result is not, however, inevitable. On the contrary, 
the profit may be the indispensable means of modemisadon and re- 
equipment, and without it the industry may stagnate. In 1931 and 
1932 conditions in Iron and Steel were so critical dmt the industry could 
ndther borrow ectensively for rehabilitation nor itself provide the 
funds. It was gripped in the vicious circle of inefficiency and lack of 
the resources to restore efficiency, and there seemed scant hope of its 
revival without external help, "^en the Government reviewed its 
claims, the case for some assistance was clear ; but the fear was always 
present that an industry, once supported, might become a permanent 
invalid. Accordingly the grant of help was made conditional on the 
•industry’s continuing reorganisation, and the form in which it was 
given was such tiiat the help might be withdrawn. 

^ precedent might reasonably be held to foreshadow a general 
principle in all price-fixing systems. Where a price is guaranteed by 
external support it is a clear corollary that the favoured industry should 
give continuous evidence of advancing efficiency. In the case of Iron 
and Steel, part of the evidence has been quoted already. To ma y 
be added certain figures relating to output per employee. 





In the production of pig-iron and ferro aUoys, the net output of 
blast in the Census year 1930 was £^,9^,ooo ; and this was 

produced by 69 establishments with a total employment roll averagmg 
19,362 for the year. In 193 j the slightly higher amount of £4,083,000 
was produced by 48 establishments with a staff of 15,815. Net output 
per employee rose from £204 to £258. This remarkable evidence of 
increased efficiency appears to be little affiscted by chang e s in prices 
between the two dates. In 1935 the Board of Trade Index for iron and 
steel prices was only 0*5 per cent, above the level of 1930, and the 
price of Cleveland pig-iron (No. 3 foundry) was the same in June 1935 
as in June 1930. 

A further sign of improvement is economy in fuel consump- 
tion. In 1931, 37*58 cwts. of "coal equivalent” were used in the 
production of one ton of pig-iron. In 1938 the corresponding figure 
was 33-45. 

As regards the manufficture of steel, net output per employee in 
steel smelting and rolling rose from £189 in 1930 to £250 in 1935. 

A rough index of fuel consumption is given by The Economist of 
17 December 1938, the index bemg compiled by comparing the 
amount of raw coal (or the coal equivalent of coke) used m steel and 
iron works other than blast furnaces with the current output of steel 
ingots. The amount of raw coal or coal equivalent used per ton of 
steel produced in 1937 was 25 -7 per cent, lower than the corresponding 
figure for 1929. 

Other branches of Iron and Steel seem likewise to have shown 
improvement In tinplate manufacture, the production index divided 
by the employment index rose from 118 in 1931 to 158 in 1937. In the 
manufacture of wrought iron and steel tube strip there was an advance 
from 107 in 1933 to 155 m 1937.* 

Organisation fir the Control of Output and Prices 

Unity among home producers is the first requisite for any effective 
control of prices. Prior to 1932, the Iron a^ Steel mdustry had 
not, it spwws, made much advance in the field of co-ordination. Indi- 
vidualism had been its long-cherished law. And it was the intensity 
of competition during the slump beginnmg in 1930 which had 

I Tkt Emumut, 17 December 1938. 
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States the Ad^dsory Committee, "the associations have 

readily accepted the proposal for investigation of their costs, and Ae 
concrais selected as representative producers m each section have, w 
ate assured, pven every fadUty to the accountants carrymg out 
investigation.” . • 1 

The actual procedure for the fhdng of prices, m its ori^nm pea ^ 
time form, may he desaibed briefly as follows. The afl^ted associa- 
tions, having acqtured a hi^ degree of confidence in their independent 
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cha^an and his committee, make their accounts open to him. Tp H fpd 
he is allowed to know more of their collective position than they know 
themselves. They then ai^e with him as to a suitable price for t heir 
output in the coming months. A tentatii^ figure is reached for «>a*»h 
product ; and the ch^rman of the Federation then submits the figure 
vfith all the data relating to costs to the chairman of the Import Duties 
Advisory Committee. The Committee discusses tite price proposed, 
sometimes approving it forthwith, sometimes suggesting a modifica- 
tion.* The approved or modified price is confirmed in a letter from the 
Committee to the Federation. And it is accepted. 


Orgatusadon for the Control (^Imports 

Unless protection is specially arranged, the fixing of a standard 
price in one country alone may seriously wcsdcen the home industry in 
face of foreign competition. In times of scarcity home consumers will 
be prepared to pay, as in 1937, import prices much in excess of the 
domestic maximum. Hence the foreigner can make a profit denied 
to the home producer. With this the foreign competitor may gain 
strength for a succeeding slump, setting aside reserves and modernising 
or re-eqoipping his enterprise. Thus when depression comra he is 
doubly fortified in the attempt to undercut the fixed domestic price 
and in gaining a large share of the dwindling market. It is therefore a 
sine qua non of effective price-fixmg that imports be controlled. 

In the case of Iron and Steel, the foundation for international 
control was laid in 1932 when import duties were imposed provision- 
ally on a wide range of ferrous products. Part of the purpose of the 
import duties on steel, which were further raised by Order of 20 
March 1935, was to et^le the British Iron and Steel Federation to 
secure an agreement with the European Steel Cartel for the voluntary 
limitation of im ports into Great Britain. After long negotiation a 
Memorandum of General Agreement between these parties was signed 
on 31 July 1935. . 

The General Agreement stipulated that imports of certam steel 
products into Great Britain from die four countries represented in the 
Cartel— Germany, France, Belgium and Luxemburg — should be 
restricted to 670,000 tons in the first year and 525,000 tons in subse- 

> Anms IV, Cmd. jaox, 1936. 
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fluent years. The rates of duly on the agreed imports were to be 

reduced wherever practicable to 20 ^ c<mt. 1 . i. . , 

This plan to limit imports from Cartel countries mvolved the nsk, 
however that imports from non-Cartel countries would grow 'and 
destroy the value of the Agreement to both parties. Accordingly it 
was decided to introduce a licensing system to regulate the volume of 
certain iron and steel imports. A clause was embodied in the Finance 
Bill of 1936 providing for the reduction of import duties on any con- 
signment of specified iron and steel goods, subject to its being accom- 
panied by “a certificate of origin and a quota certificate". Quota 
certificates were distributed to foreign producers in accordance with 
the general scheme of limitarion. 

Fair DisaUmmn of Imports 

Restriction of imports by a licensing system calls, in turn, for a 
system of rationing supplies. In times of scarcity, as in the " famine ” 
year of 1937, the prices of imports will ordinarily rise above the fixed 
domestic price ; and in times of glut, import prices will fall. When 
domestic prices and import prices difer, injustice will be done to home 
consumers unless there is an equitable thstribution of the lower-priced 
goods. And even when domestic and import prices are fixed at the 
same level, there will be need for rationing m a time of scarcity, if the 
prippa are kept low. In any event it is desirable to have a system in 
liping at all times for the control of both prices and distribution. 

To avoid injury to any importer, the British Iron and Steel 
Federation, under Article IV(d) of the General Agreement, itself 
undertook to purchase all imports from the Cartel and to share the 
responsibility for their distribution in Great Britain. 

In view of the monopoly powers thus conferred, the Federation, 
in response to the request of the Board Trade, agreed to the following 

nndprtating s : i 

(a) To ensure a sufficiency of supplies of steel to meet all reasonable 
requirements of British consumers. 

Oj) To arrange for the equitable distribution of imports among all 
classes of consumers vdthout discrimination as to whether or not 
diey were members of an affiliated association. 

(c) To arrange that the prices of the agreed imports of foreign steel 
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should not 
members of the Federation. 


Commentaiy on the Scheme 

All the dangers inherent in tariff protection arise in full force in the 
price-fixing system just reviewed : the dang pra of maTring an industry 
permanendy dependent on State support, destroy ing its mcendve to 
become efficient, rmsing its prices above world prices and ransing it to 
become a burden on other home industries, and thus compelling other 
industries to invade the field of polidcs with a view to gaining similar 
support. With some jusdficadon, therefore, this scheme has been 
watched with apprehensive and cridcal eyes. 

As regards the actual level of prices established during the pre-war 
currency of the scheme, the experience was too short to permit final 
judgment. Complaints were made in 1938 dtat when other prices were 
falling sharply, iron and steel prices remained unchanged. On the 
other hand it could be contended that, during 1937, iron and steel 
prices would have risen to great heights under free compeddon, 
whereas in ffict their rise was not extravagant. The general efiect of 
the scheme was to limit both the rate and the width of price fluctuadons 
at all times. 

A further criddsm is that rince there is no concdvable method of 
“ sciendfically ” adjusting prices to costs, the actual fixing of prices is 
left to the personal discredon of individuals. In view of die depend- 
ence of costs on the expenses of firms comprising different processes 
and employing different materials in the manufacture of many products 
and by-products, it is impossible to draw an accurate distrffiudon-of- 
costs curve for any separate product. Even were it possible to trace a 
curve showing, for a given commodity, the comparable costs of highly 
efficient, moderately efficient and inefficient firms, the fixing of the 
price of the commodity in reladon to this curve would sM be a 
matter for individual judgment. 

True as these statements may be, they pve no valid reason for 
rejecting the principle of fixing prices as & as possible in reladon to 
costs. They prove only the need for an impardal, or fully representa- 
tive, arbiter. Price-fixing is adopted in all war emergencies and will be 
in the emergencies of peace ; and it is desirable that the levels 
should be based where possible on costs. The exact position 
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of each price Twll of course be decided according to the fair judgment 

of some widely representative authority. 

Whatever may be said for or against the scheme examined here, 
it must be acknowledged to be a typically British product. It was 
voluntary. It had no foundation in law, apart from the support gained 
from tariffs and import quotas. The written agreements on which it 
was based were devoid of detail. It “ emerged ” because the Federa- 
tion was fortunate in being served by an enterprising chairman whom 
all trusted. This chairman took the first impact of proposals for prices 
which be an overcharge ; and when he had moderated them his 
tentative findings were passed on to a hi^er authority ; the Import 
Duties Advisory Committee. This Committee “ emerged ” as the 
final authority because it was the Government’s adviser on all benefits 
to be accorded to the Iron and Steel industry. It was the obvious 
court of reference. 

The system was thus a fairly spontaneous growth ; and there is 
one instruction it forcefully conveys. Any future general scheme of 
price-fixing will be strong in proportion as it reproduces the same 
psychological features. If it can be made voluntary and largely self- 
imposed, its prospect of survival will be much enhanced. Above all, 
it is suggested, the price-fixing scheme should be operated through 
individu^ who are industry’s own choice. 


Rekvance Jbr a Naaond System of Price-Fixing 

Thus it is recommended that, as part of a comprehensive national 
plan, all industries, working under the aegis of an Industrial and 
Economic Parliament, should evolve price-fixing systems similar to 
diat of Iron and Steel. 


Each industry might first gather returns from its constituent firms 
showing thdr costs. On the basis of these returns some independent 
judge appointed by the industry might then be invited to consider 
suit^le price levels for the diflferent branches of the industry. Finally, 
his judgments might be passed on to a Price-F ixing Board appointed 
by the Industrial and Economic Parliament to act as the ultimate 
authority. 


As noted, my plan for fixing prices which are to be both maxima 
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The work of all Import Boards would then be directly supervised by 
the Price-Fhdng Board ; but this, in turn, would inevitably be subject 
to the overruling decisions of the Board of Trade regarding all questions 
of quantities imported. 

^ regards the maintenance of efficiency in industries with 
prices, various allied methods are suggested. One is to develop 
professional services for advising individual firms on problems of 
business efficiency. The study of these problems should, it is felt, be 
organised on the basis of an independent profession. Personnel who 
have qualified in the profession might then form the mirlww of Con- 
sultancy Services set up to advise managements in all parts of industry. 
Two types of Service are enttisaged. In each separate industry — as, 
for example, in Agriculture — technical advisory departments might 
be formed to give advice on matters which are spedfic to the industry 
itself : processes of production, the use of materials and power, 
machmety and matters of engineering and construction. In addition, 
industry as a whok mi^t assume responsibility for promoting the 
development of a more detached and comprehensive Consultancy 
Service which would advise directorates on matters common to all 
industries : business organisation, planning, personnel management 
and welfare^ finance, mari^ting and c^tribution. Important precedents 
exist indicating that there is great scope for professional consultancy of 
this kind. 

A peculiarly searching method of securing technical efficiency, 
applicable to fiims witii stereotyped processes of manufacture, is that 
adopted by the Ministry of Munitions in the last Great War : 

A system of cost accounts was devised which should yield for each 
process of shell manufactur e a statement of the output, its cost in materials, 
wages and establishment charges, and the extent to which each of these 
itpme -(vas affected by faulty material or defective workmanship. The 
average cost of each process through which the shell passed was ascertained, 
and the addition of these costs gave the total cost of the shell. . . . This 
method permitted the closest comparison of the costs of each operation, not 
only at each factory week by week, but also as between one factory and 
another. The results thus indicated the relative effidency of the manage- 
ment, and within each factory provided the managers with a clue to any 
leakage or extravagance.* 

> Feunk Rtpon from tho Sdiet Committee on Noumal ExpemSture, *3 JmtaW «94i. P- « 8 - 
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The Fotobe of Iron and Steel 

In any study of reconstruction in the Iron and Steel mdust^, it 
seems sound to reserve for separate treatment the “ manufecturing ” 
of it which include, in particular, (i) hardware, hollow ware, 
metallic furniture and sheet metal, (2) chain, nail, screw and miscel- 
laneous forgings, and (3) wrought iron and steel tube manufacture. 
Many firms in these sections ate engaged in manufacturing finished 
products by processes little resemblii^ the mass-production methods 
of steel-making plants. In structure some of these smaller manufec- 
tiiring units have more in common with engineering firms than with 
the rest of Iron and Steel ; and it is suggested tlat they should be 
brought widiin the scope of the proposed Engineering Reconstruction 
Corporation. Selected iron and steel “ manufacturing ” groups might 
be regarded as en^eering firms for the grant of benefits through the 
Corporation, and for purposes of rationalisation. 

The proposals below relate to those branches of the industry which 
iiatidle massive raw material widi die aid of titanic instruments and 
great heat. Blast furnaces, steel smelting and rollmg mills, and large- 
scale foundries and forges may be grouped together in this category. 

For all such works, economy consists primarily in die achievement 
of one condition ; full-capacity production of an unvarying output. 
Li order to conserve heat, avoid the burdensome costs of “ changing 
over ”, secure regular markets for by-products and make full use of 
exceptionally expensive plant, it is imperative that each works should 
operate continuously at full pressure, ^ should produce an unvarying 
commodity. This conclusion has become a commonplace among all 
who have examined the industry ; but the main interest here is to 
emphasise its int ernat ional im pl ic a tions. 

The considerable lead which the United States has gained in the 
efficiency of steel production is no doubt largely due to its presenting 
the greatest free trade area, m terms of industrial output, in the world. 
Some thirty continuous strip mills are operating in that country. It 
has bem estimated that the size of the peacetime market for British 
s^ might justify the establishment of two such millg in addition to 
that of m^d Thomas.* Were there a United States of Europe, or, 
altemauvely, a market for steel as wide iid open as mi^t exist under 
* Thi Eximida, 3 December 1938. 



European unity, it seems that many more might widi profit be built. 

The tendency of international control so fer, apart from action 
during 1937, has been to limit international ttade and thus divide and 
restrict markets. If there is any logic whatever in the above reasoning, 
this tendency should as soon as possible be reversed. The measures 
adopted by the British Iron and Steel Federation and die Board of 
Trade appear to have been indispensable as first steps ; and the re- 
organisarion which was thereby prompted seems beyond all cavil. 
Nevertheless, diey may be an important stage m progress leading to a 
further phase of a quite different order. 

If die aim is the utmost concentration of output in a few plants so 
that mass producdon may be used to the full, it is questionable 
whether the Cartel system can yield the desired result. Under a Cartel 
each firm is autonomous in the sphere of management and production. 
Its main concern is its own efficiency ; and efficient production calls 
for quotas of output of the type which will eicactly suit its particular 
position and structure. Thus the Cartel, representing all such firms, 
must distribute favours equally, dividing up orders so that each firm 
has a just share of those for which it is specially equipped. When, 
during a slump, demand shrinks, orders continue to be distributed in 
fair but reduced amounts to the same works, whereas true economy 
would call for their concentration on fewer plants. 

Such concentration can be achieved by creating a sii^e financial 
interest through the amalgamation of all steel-producing units. No- 
thing less would seem likely to avail than a mammoth European Steel 
Trust. In other words, it is proposed that the main steel-producing 
works in Great Britain, France, Germany, Belgium, Czechoslovakia, 
Poland, Italy, Sweden, Luxemburg and ^where should be combined 
iiwflpr a Binglfi fi nanci^ control. Complementary to this international 
amalgamation, there might be established a European Pig-iron Trust. 

The precise relationship between these Trusts and the European 
Government or Governments cannot be suggested till it is known what 
international organisation will control the production of munitions 
after the war. If the post-war armaments industry of Europe is centrd- 
ised, the central Munitions Authority in Europe will be one of the chief 
buyers of iron and steel. It will need to govern the prices of its own 
purchases and might suitably represent the public interest in keepmg a 
general surveillance over iron and steel prices. 
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The Munitions Authority,or>its absent, some appropriate body 
Enropean Governments, would need to introduce a 

Sdng *4“ fc' t 

of Momltons. meotioMd above. to ought be ^ 
^ced by the aeation of a permanent tedmical Department for 
researchiJ into the producnon of ferrous goods, togedier ^th a 
ConsiiS^ Service designed to promote efficiency m all branches of 


the industry in Europe. , _ 

It would perhaps be necessary, further, to mtroduce a hcensmg 
system for restricting the quantity of iron md steel ^de by non- 
members of the European Steel Trust. If certam fabnatmg” 
branches of die industry found it economical to produce their own 
steel they might be allowed to do so under licence. 

^though the structure of the industry and the controls under which 
it mi^t cannot be defined in the absence of knowledge of the 
pos™ political structure of Europe, the desirable trend can at least 
be indicated. Among the chief objects to be attained by European 


unification are : 

(1) European agreements designed to increase the volume of inter- 
state trade, and thus to widen the market for the output of 
indhidual efficient firms. 

(2) The replacement of the Cartel system by vast Trusts capable of 
fQtirpntrating yyork on modernised plants which are equipped for 
mass producticn. 

(3) The control of the prices of iron and steel throughout Europe by 
spedal costing methods. 

(4) The promotion of technical efficiency throu^ centralised research 
into mediods of production and business organisation. 
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Coalmimt^' 


Under an efficient system of planning it may happen that an industry 
which is improving rapidly in organisation and equipment neverthe- 
less shows a steady decline in numbers employed. Whra tArhr\i«^l pro- 
gress leads inevitably to a reduction of staff, die plan for die industry 
needs to be completed by arrangements for the imtnpdiatp absorption 
elsewhere of the discharged labour. Once this condidon has been 
thoroughly fulfilled, there can be no grounds whatever for deplorii^ 
the contracdon of an industry if it is one which involves exceptional 
risk or fadgue. Coalmining is notoriously of this class. 

That further contracdon in numbers will be the lot of the Coal- 
mining industry seems on every ground probable. In Great Britain, 
whereas there were more than a million miners in employment before 
the last war, only about three-quarters of a million were at work in 
Z935 and 1936. The decline in mining employment in die world as a 
whole was less serious, but nevertheless not to be ignored. According 
to the calculadons of the Intemadonal Labour Office covering fourteen 
principal countries, 3,139/100 workers were eng^ed in the mining of 
coal in 1935, compared with 3,586,000 in 1913. 

As regs^s output, the total world supply of coal (including lignite 
converted into equivalent coal units) Was 6 per cent, below the 1913 
level in 1935 and 2 per cent, above in 1936. In Great Britain the fall in 
output was more than 20 per cent, in both 1935 and 1936. 

While producdon was thus declining— absolutely in Great 
Britain and at least relatively to general industrial producdon in the 
rest of the world — progress was being made almost universally in 
twining technique and equipment. Output per man-shift or day rose 




substantiaUy during the quarter-century following 1913, according to 
the evidence of countries which publish relevant statistics. In some 

areas die increase exceeded 60 per cent. ^ ^ 

Most of the causes of technical progress in coalmining are also, 
unfortunately, causes of waning employment. Mechanisation un- 
doubtedly accounts for the greater part of the improvement ; and 
every new machine replaces men. On the Continent, especially, there 
have been rapid advances in die use of mechanical means of coal- 
getting, with a consequent slackening in the demand for labour. It is 
true that the economies realised permit some reduction of prices, which 
in turn stimulates the demand for coal But most markets for coal are 
liiglil y unresponsive to a fall of prices in the short run ; and even in 
the long run the elasticity of demand may not be great. 

The chief feature of the demand for coal is that it is largely 
“ derived ”. Purchases of coal for domestic uses represent not much 
more than one-dfth of total consumption. The demand for the 
remainder is derived from industries concerned with the production of 
other commodities. Since the cost of coal is but one element in the 
price of the commodities, even a substantial change in this cost does 
not much affect the immediate demand for coal. In the long run, how- 
ever, when industries have had time to alter their plant to take different 
fuel, substitution may be considerable. 

It follows that a decline in the price of coal, brought about by 
mechanical improvements, will at least check the current process of 
substitution of other forms of power and may even reverse the process. 
In practice, the effect in the mines is that whereas men are at first thrown 
out of work whenever fresh machines are installe d, at Irast some are 
drawn back in due course to satisfy a recovering demand for coal. 

Another form of technical progress which weakens the dnm a nd for 
labour is economy in the use of coal. The rise in fuel efficiency has 
been especially marked in electric public utility plants a nd in rail 
transport, while in iron and steel manufacture there has been substantial 
coal economy botii through the greater use of scrap in place of iron ore 
md m foe reduction of ore to pig-iron. It is stated that in the United 
htates foe average fuel efficiency of industrial manufacturing and rail- 
ed approximately 33 per cent, between 1909 

Techmcal progress, considered in its widest sense, is a gain implicit 
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in tile replacement of coal by other sources of energy such as oil 
natural gps and hydro-electric power. Socially, the rise of these as the 
basis of industrial energy is to welcomed in so far as they involve 
less risk in the process of production and diminish the pall of smoke 
wliicli blackens every industrial town. 

There appears to be no escape from the conclusion that the advance 
of cfHcicncy, whether in the collieries diemselves or in fuel-consuming 
industries, must in general affect adversely the employment capacity of 
tile mines. Improvement in technique can never be put forward as a 
mctliod of solving tlic miners’ unemployment problem, except in the 
few instances where it may lead to the discovery of totally new uses for 
coal. 

In tlicse circumstances it is highly relevant to ask, with ic^rd to 
die planning of the industry, what are the precise purposes to be served 
by die planning. 


Thi Objects in View 

Where an industry is threatened with a steadily dwindling employ- 
ment capacity which cannot be remedied by improved equipment or 
method, dtc ends to be gained by planning may be grouped under 
three principal headings : (i) further advance in efBciency (despite the 
effect on employment), (2) transference of surplus labour to other 
trades offering equal inducements, and (3) protection of labour 
standards in die industry. These points must be considered with 
special reference to British mines. In this country the imperative need 
for action is emphasised by the fret that some coal areas are becoming 
exhausted. 

I. Efficiemcy 

The improvement of mining teclinique is one of the main purposes 
to be through the Government’s reorganisation scheme 

announced in June 1942. The scheme provides for the assumption by 
the State of “ full control over die operation of the mines ”. This 
control is to be effected through the responsible Minister assisted by a 
Controller-General. Tlie Controller-General is in turn aided by four 
chief officers, including a Production Director who is mainly respons- 
ible for efficiency. , r 

It is in the separate Regions, however, that the chief executive 
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or^isation is to be developed for promoting technical progress. To 
each Bpginn is appointed a Controller and, under him, a Production 
Director. The Controller is given mandatory powers. His orders are 
issued to a person in eadh collfery undertaking, this person being 
by the owners as their representative. It is not intended 
that the Co p t mller should be burdened with the details of day-to-day 
management of the pits. Such work is left to the existing pit managers, 
who can be removed at the instance of the Controller. 

One method proposed for increasing efficiency is that of “ extend- 
ing merhanisatinn ”. It appears that much remains to be done in this 
sphere. Before the war the British industry was seriously under- 
mechanised, if a comparison with its foreign competitors gives a fair 
basis of judgment. Ihe proportion of coal output won by mechanical 
means in Great Britain was 47 per cent, in 1934, compared with 97 
per cent, for Germany in 1934, 96 per cent, for Belgium in 1933 and 
91 per cent, for France in 1931. Manifestly, Regional Controllers with 
machinery at their disposal should be ^le to effect revolutionary 
improvements in some collieries. In wartime, however, coal-cutting 
machinery may be scarce. And in peacetime — if the scheme continues 
— there may arise difficulty in compelling private coal-owners to install 
and pay for machinery. Presumably it is not die intention to distribute 
the machines gratis. 

Another means of raising effideniy recommended under the scheme 
is the “ grouping of pits ” so that all collieries may secure the advice 
of the most competent mining engineers in the district. This proposal 
has a long history of propaganda behind it, and was m fiict one of the 
chief subjects of le^lation under the Coal Acts of 1930 and 1938. As 
early as 1925 the Royal Comnussion on the Coal Industry made an 
examination of actual results of colliery workings, finding that ** the 
larger undertakmgs remarn substantially more profitable on balance ” 
and that “ pt^cally all the heavy losses are confined to the smaller 
^ertakings The British Government was sufficiently convinced 
of the accuracy of these findings to appoint a Coal Commission for 
encoura^g and promoting a malgamati o n , 

^road, concentration of coal production has advanced rapidly. 
. Germany the average yearly output per colliery enterprise has 
mosase more than sirfold since the beginning of the century j by 
9 9 an annual output of 160 million tons was being raised by 170 
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mines. In Poland 95 per cent, of the output is raised by 23 mines, 
-while the Dutch mines have an annual output appioachii^ ^ million 
tons per mine. The British movement towards combinatbn has been 
much slower. To-wards the end of 1937 the Mining Association 
reported that 77 per cent, of the national coal output was being pro- 
duced by 129 undertakings, compared -with 84 per cent, by 323 under- 
takings in 1923. Part at least of the great comparative increases in 
productive efficiency abroad must be due to increased concentration. 
The increase in output per man-shift during the period 19x3-34 was 
7 per cent, in Great Britain, compared with 77 per cent, in the Ruhr, 
63 per cent, in Polish Upper SBesia, and 87 per cent, in Holland. The 
increase in Poland is particularly significant since mechanisation pro- 
ceeded there as slowly as in Great Britain. 

Hie principal obstacle to amalgamation in Great Britain has been 
the persistent reluctance of mine-owners to collaborate with the Gov- 
ernment in securing unification of control of mines. The Commission 
of 1925 recommended an element of compulsion from outside the 
industry, to be brought into operation after, say, three years, if it were 
shown by experience that it was desirable to do so ; and it -was intended 
that the Coal Commission should be able ultimately to enforce its 
schemes where no co-operation was forthcoming from private enter- 
prise. The ultimate power of compulsion, however, was vested in the 
Railway and Canal Commission Courts which had to be satisfied that 
the amalgamation was in the national interest. In practice, the legal 
machinery necessary for giving effect to a decision of the Coal Com- 
mission was so cumbrous that its coercive po-wers were completely 
ineffective. Part II of the Coal Act of 1938 modified the machinery 
of the 1930 Ac^ but as late as 1939 the Coal Commission was still 
engaged in drawing up tentative pl^s for the approval of the mine- 
owners. 


Mathwig and Distnhtaion 

In the sphere of marketing and distribution there have been great 
advances during the pre-war period, the main development being 
throu^ the District Selling Schemes which have operated since 1936. 
These were organised by the coal-owners with ffie eiq)iess aim of 
putting the industry on a proper financial basis. In giving statutory 
sanction to the mine-owners* schemes, the Government laid down 
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three conditions : (a) they were to cover aU coal-owners in each district 
and have a measure of permanency j (b) they wae to he so drawn . 
that evasions couH not take place ; (c) they were effecuvely to prevent 


inter-collieiy competition. ^ 

The precise form of the sellmg schemes differs from district to 
district In Scotland and some English districts collieries make their 
own sides, subject to control by a Sales Committee (appointed by the 
District Executive Board) which, through a permit system, prescribes 
the price below which each owner may not sell his coal, the tonnage 
that may be sold, the destination to which it may be sent, and other 
general conditions of sale. In other districts output is handled, either 
for the district as a whole or for a given group of undertakings, by a 


central selling agency. , , 

In the Government’s wartime scheme as described m a Command 
Paper dated 3 June 1942, marketing and distribution are i^ored apart 
from references to the appointment of Directors for dealing with the 
distribution of coal. The reason for the omission, which was equally 
noticeable in the subsequent House of Commons debate, may be that 
little economy is to be expected through further reorganisation. The 
wastes of competitive distribution, for instance, may be exaggerated 
by confining attention to domestic deliveries. About 80 .per cent, of 
deliveries are in the form of large loads to industries. In this service 
there may be some duplication, but it is probably not seriously wasteful. 
Some rationalisation of domestic deliveries, primarily intended to 
avoid overlap in transport, has been made possible through die 
Ministry of Fuel and Power Order of 12 June 1942. 


Commentary on the Scheme 

The 1942 scheme is manifesdy a wartime compromise. It has one 
fundamental design : to secure a certain percentage increase in the 
ouqmt of coal for the rest of the war. This can probably be done by 
concentration on the most productive mines and seams ; and if the 
State administration can succeed in compelling mine managements to 
work their best seams, the end will be gained. 

Nevertheless, the method of control will be completely unworkable 
in pracetime. Under the scheme the industry’s financial structure 
remains unchanged. The mine-owners continue to own the mines 
and draw their profits. They appoint and pay their managers and 
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agents. They eng^e and pay the wage-earning staff. Yet in spite of 
such financial responsibility, they do not control the pits. This is done 
by managers working under direct orders from the Regional Con- 
troller. In emergjency such a plan may survive ; but there is not the 
least prospect of its persisting when the special compulsion of war 
disappears. 

The choice is to go fprward or back. Withdrawal might not mean 
retimg all the way. For instance, if the groupmg of pits for technical 
advice is well advanced by the end of the war, the new divisions might ; 
become the basis for compulsory ama%amation. The Controllers 
with their technical staffs, while losing thdr mandatory powers, might 
become the nucleus for a Consultancy Service for giving counsel on 
the practical application of the results of researth, and on appropriate 
machinery for use in particular mines — the machine ry being provided 
by the State on attractive terms. 

As against this, the argument for pressing forward after the war to 
complete State-ownership is strengthened by the fact that Coalimning 
is among the easiest of i^ustries to nationalise. It deals with a single 
form of commodity. The method of production is m large measure 
stereotyped. Administration in the collieries can be stereotyped. 
Distribution to industiy is mechanical when the industries know 
exactly what they want. Distribution to houses will be gready 
simplified when there is only one distributor. The complicated struc- 
ture of District Selling Schemes \wll disappear. In its place there will 
be established in ail parts of the country State offices exhibiting 
comprehensive lists of die available types of industrial and domesdc 
coal graded according to quality, the prices bdmg quoted according to 
quantity ordered and place of d^ery. 

The nationalisation of the actual production of coal has advanced 
already to the point at which completion requites only the substitution 
of Government scrip for the shares of private mines. This would 
involve the valuing of every mine and the purchase of the mine by the 
issue to the mine-owners of Government stock carrying a fixed rate 
of interest. The assets of distributors might be bought in die same 

^The immpitiam effcct at the mines would be scarcely noticeable. 
The pit manager woiild become aware that his salary was derived from 
the same source as his orders, and that there was only one master to 
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consider ; and a similar understanding would enter the consciousness 

of the mining staff. . 1*71. • , 

The long-run effect would depend on motive. What, it may be 
asked will be the ultimate result of converting 700,000 citizens bto 
Civil servants? It is impossible to predict. Every man’s opinion on 
this is as valid as his neighbour’s. 

Certain forecasts in the purely Konomic sphere may be hazarded. 
Almost certainly nationalisation will lead to a rapid increase in the use 
of machineiy and to further economy through removal of all bound- 
aries between pits and the application of the known results of research 
to every throu^out the country. Minor economies may 

be throu^ the lapse of directorships and through the reduction 
of personnel required for distribution. It seems highly improbable, 
however, that these gains will be reflected m a lower price for coal. 
A substantial rise in wages and in standards of safety and hygiene m 
the tnines is more likely as the first-fiuit of any economy effected. In 
addition, there may be a reducdon in hours of work. To expect any 
considerable stren^enmg of the industry, say, in international com- 
petition or in employment capacity would be mistaken. 

The introducuon of fresh machinery will much reduce employment 
in the mines, thou^ the effect may be partly offset by shortening the 
shift. In general, a Government which takes over Cotdmining must be 
prepared to face an unemployment situation not less serious than that 
which would con&ont the industry under private control. At some 
stage after the war there will arise in an acute form the problem of 
dosii^ down ediausted and unprofitable mines, and of t raining and 
transferring the workers ejected from those mines. 

n. Labour Transference 

Nationalisation would throw full responsibility on the Government 
for evety community left stranded around the shell of a mine. The 
^te will be mudi better equipped than private enterprise to assnmn 
this burden j for when all pits are under one control, vacancies in newly 
«I^ded areas will be ri^ly reserved for miners from exhausted pits. 

there is a growth in general unemployment in the industry, this will 
be partly offset by the complete cessation of recruitment at all points, 
and by the normal superannuation of older 
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Since transfers within the industry will be more readily 
under nadonalisadon, the problem of transference to odier industries 
will assume smaller proportions. Nevertbeless the need for drafting 
miners elsewhere may arise at any time ; and the Government should 
acknowledge as a public duty the task of traiiung and re-equipping the 
individuals concerned. 

Whether nationalisation takes place or not, one urgent measure is 
proposed for application in any event. It is the acquisition by the 
State of every mine which is about to be abandoned by private owners, 
so that the State may become wholly responsible for the personnel 
attached to the mine. Under this scheme the State would become a 
specialist in exhausting unprofitable pits, throu gh the medium of a 
mobile technical administration equipp^ with special machinery. 
Mines purchased at a nominal price would continue in operation as 
State Industries < until they could yield no more coal. Meanwhile, 
State Industries of a mote varied kbd, includmg agricultural training 
estates, would be established in the neighbourhood of the emptying 
mines. Through these industries miners would be trained for other 
occupation. 


m. Ijuboub Standards 


The protection of working standards m the Coal industry is largely 
an international task. Competition between European coalmining 
centres is especially acute, as is evidenced by the swaying fortunes of 
different areas following ^e occupation of the Ruhr, the British Coal 
Strike of 1926, the return to the gold standard and other causes of 
exdiange-rate variation. Whereas each coal-producing country may 
preserve a fairly complete monopoly of its own market, there is a large 
non-producing area in Europe in which competition is virtually 
unrestricted. In the past, the attempt to command a full share of thfe 
international market has led to intense price-cutting, and this in turn 
has provoked perpetual assaults on wages and other working standards. 

Progress towards stability demands in the first plaa an inter- 
national a gr<»«Mni»ni- on export prices, which may require reinforcement 
by a quote system for e^qtorts. I^t feilure to reach agreement appems 
to have been due often to the conviction held by nations temporarily 
in distress that if they wait a little longer their bmgaining position will 
« See pp. 
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Strengthen. If their forecast proves true, the recovery of strength is at 
the e^ense of the coalfields of other nations, whose turn it then is to 

***^riw^ation of the mines in Great Britain might pave the way 
for international agreement by lessening somewhat the element of 
caution in bargainbg. Technically the problem should not prove 
obdurate, since experience in fixing prices and distributing quotas is 
extensive in Europe, and few countries will be involved in the settle- 
ment. A pact between Great Britain, Germany and Poland alone 
would cover mudi of die relevant area. 


The preparatory work for the reduction of hours has been done 
already by die Litemational Labour Organisation. Through its 
system a Draft Convention has been prepared providmg 
for weekly hours of 42I fi;om bank to bank — or an average of 11 
shifts of 7 L 45 m. per fortnight— with elastic provisions for the 
application of this basic figure. The text was put before the Inter- 
national Labour Conference in June 1939, but in view of the inter- 
national aud of its corollary — the fact that Germany had in 

Marrti houTS of work in coalmines to 8f in the day — few 

countries were prepared to auept any commitments and consideration 
was postponed to a more propitious moment. Opinion at the Con- 
ference, however, was favourable to the proposed Convention, and 
plans for its discussion should be put into operation immediately after 
the war when all the interested parties are represented. In view of the 
prospect of extreme scardty in the first months of peace, it may not 
be possible to secure immediately the necessary signatures to the 
Convention as it stands. In the later contraction period, however, all 
excuse for further delay vanishes, and die Convention as finally 
drafted should be brought into operation at once. As contraction 
proceeds the process may be assisted, and die danger of unemployment 
dim ini s h ed, by further reductions in hours. 


Wages 

The existence of international arrangements for the fixing of coal 
p^ will much amplify die task of preventing a repetition of the 
disastrous wage-cutting which took place from about 1926 onwards. 
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There are duee conceivable ways of checking competitive wage 
reductions in Europe. One would be to form a European Mmers’ 
Federation representing the operatives in negotiations with a corre- 
sponding European organisation of mine-owners. The aim of the 
Federation would be to call a halt to any downward adjustment of 
wages which had not been referred to the intemaiinngl ni.gnHatiiig 
machinery. The international funds of the Federation would he used 
in defence of the position at any point on the European front where 
there was failure to comply with ^ condition. 

A second method, available to Governments, would be to esfablish 
a national minimum wage for particularly arduous and dangerous work 
(see Volume II). Such a minimum, applicable to all underground 
work, would vary accordmg to the economic development of each 
country ; but it would nev^eless establi^ a limit to the downward 
thrust of wages in the several coalfields. 

A third method would be to prepare in each coal-producing 
country an indec of sheltered wages — compriang, say, the wages of 
builders, printers, railwaymen, municipal and public utility employees, 
clerical staff and professional workem — and to link t^ minimum 
wage for miners to this index, just as some wages are linked to the cost 
of living. Such a scheme mi^t be adopted hy voluntary agreement 
in the industry ; but legal sanction would strengthen the position and 
favour the international spread of foe sdieme. 

These three methods are not mutually exclusive. It is su^ested 
that they could, and should, all be pursued at foe same time by parties 
interested in foe industry. 
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Bjoal and Road Transport 
■ By Phyllis Deane 

the last war the trend towards monopoly in the British Railway 
system, already fostered by a high degree of State indention, was 
murh accelerated through the integration of controls imposed by the 
of wartime efficiency. Since 1921 the whole main-line system 
has been divided among the four great companies, which are, in order 
of size, the London, Midland and Scottish ; the London and North 
Eastern j the Great Western j and the Southern Railway. A fifth 
great concern is the London Passenger Transport Board, which deals 
with all the main forms of transport in the London area. 

Between the railway companies there is little competition. Al- 
thou^ some overlap must occur in the vicinity of the larger industrial 
centres, it is broadly true that each monopolises its own routes and 
serves a particular well-defined section of die country. The companies 
work smoothly together, constantly passing traffic ixom one set of 
trades to another and observing the same rate schedule, almost as if 
' they were under one management. Such delay as is caused in changing 
traffic bom one fine to another is reduced to a minimum and can he 
calculated in advance. 

The public’s protecdon against undue er^loitation by these 
powerful companies is based in theory on the wide though somewhat 
vaguely defined powers of the Government to take action in its 
■ interest, and in practice on semi-official rate-fixing madiinery. Follow- 
ing the Railways Act of 1921 a committee appointed by die hfinister 
of Transport drew up a standard schedule of railway rates to come 
into operation as from i January 1928. Alterations in this schedule, 
exKpt those of a minor nature, were subject to the approval of a 
Railway Rates Tribunal. All rates were to be published. The railways 
were legally entitled to earn a standard revenue based on t heh pre-war 
and s^sequent capital expenditure, and die Railway Rates 
i Trib^, m^g an annual review of the accounts of each company, 
could alter the rates upwards if the standard revenue were not K>.ing 

ai4 
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earned, or downwards to absorb 8o per cent, of any «»t-ningc in 
of the standard. 

The introduction of a wartime unified control into the Rwriek 
Railway system did not, therefore, involve changes in organisation of a 
revolutionary nature. By the Rmlway Control Order of t September 
1939, the Minister of Transport assumed control of the four main-line 
companies and the London Passenger Transport Board, and a 
Railway Executive Committee as the medium of that control. Under 
the present financial arrangement the transition from commercial to 
State operation is complete. The railway companies receive a fixed 
annual net revenue of £43 nullion for the duradon of die war and one 
year thereafter, any profit or loss on tius sum being a Government 
responsibili^. 

In effect, therefore, the present condidon of the Railway industry 
differs little, if at all, from nadonalisadon of the most uncompromising 
type. The profit incentive has been eliminated. In its pUce is the 
victory incendve, which is potentially at least as good a force maVin g 
for efficiency as the pursuit of dividends in the pre-war system. When 
the smgle-purpose war economy becomes extinct, however, and die 
complex aims of peace are again modvadng the Government, this 
»mp]e formula of nadonalisadon will prove efficient. In wartime 
there is in final analysis only one customer to be considered. All 
traffic travels at the Government’s orders or with its approval. When 
that one customer is already exercising the sole direct control over 
railway policy, efficiency becomes largely a matter of technical and 
administrative organisation. In peace, particularly in the peace of a 
private enterprise economy, the trading community splits up agsin 
into its consdtuent elements and the railways’ customers are again 
legion. The sadsfaction of their manifold ne^s demands a combina- 
tion of many varied policies. 

One means of re-establishing the economic incentive to effidenqr 
would be a return to the pre-war situation. The Minister of Transport 
would rea sf to exercise direct control over the railway companies 
except where the public was in danger of exploitation, and dividends 
would once again become the principal factor influencing railway 
policy. 

There are various reasons why this would be an undesirable 
development, however. The first is that social efficiency is not 
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necessarily promoted by maximum commercial profit. There are 
social ends of more consequence than sectional economic gain. For 
ovomplp ^ the investment policy of an industry reqi^g much capital 
equipment is an important factor in the determination of the national 
wages bill and should not be dictated solely by the bare commercial 
{ prlirp^ of profit or loss. The price policy of a public utility will have 
&r-reaching social consequences throu^ its effect on the national 
standard of living. It should be determined not by actual cost nor 
even by what the traflk can hear, but by the social policy of the 
Government. 

It is true, of course, that a gteat public company may be so well 
aware of its responsible position in the national economy that it con- 
riders the potential social effects of im policy at least as carefully as the 
stricdy commercial effects. In practice, however, the railway com- 
panies have not always proved efficient guardians of the public interest. 
Railway investment policy, in particular, has shown itself curiously 
unresponsive to the economic needs of the conummity. As the 
following abstracts from the Railway Returns illustrate, in times of 
depression when new investment is most urgently needed the great 
railway companies have run with the industrial tide and slackened 
rather than accelerated their expenditure. 


RaILWAT ExaBNDTTDBE 
(i) On New Lines 


1928 , 

• £*,888,555 

*934 . 

. 

1929 . 

• £1.193,551 

*935 ■ 


1930 . 

1931 . 

• £826,950 

. £68o,ri6 

1936 . 
*937 ■ 


*93* • 

• £788,849 

*938 . 


*933 . 

■ £344.947 




(2) On Renewals of Stock 
(Complete renewals of Locomotives and Tenders) 
(a) Li the Companies* 


1929 . 

*932 . 
*93S . 
*937 . 
*938 . 


Shops 

£*.728,787 
£901,653 
£*.556.99* 
£*,061,390 
£*.478,702 


(b) By Contractors 

1928 . . £948,110 

*933. . ^ £3,173 

1936 . . .£1,543,106 

^938 . . £45,3 


<« «w liMs, wUd. a of 

£1,888,555 in 1928, fell to less than a sixth of that value in 1934, after 
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counttfroffeasive against slumps, is by no means 
certo. ts cett^ is that such an important weawn of social 

poh^ should not he left in the charge of concents wh«^ 

to give £tst thought to their own current receipts. 


Iwvesment P(£/y 

A State nrfiiA has already planned to throw sufficient controlled 
weight into ^ flow of industrial activity to iron out cydiad fluctua- 
tions altogether would seek to achieve maximum stability in the 
volume of raflway investment. To this end it would attempt to plan 
mvwnnent in ^way equipment for some decades in advance and to 
establish a fixed annual investment figure, the main fimctuu of which 
would be to act as a substantial centre of stability to the economy as a 
whole. ^ 


The authority charged wifli the calculation of this rate of invest- 
mmt would take into account three main ffictors. The first is the 
existing capital eqitipment of die Railway ^tem. It is extremely 
probable that a serious shortage of equipment due to war wwiiiitiog g 
will make an abnormally hig^ rate of investment necessary for the first 
few years after the war. The programme of stabilised investment 
wouM noti dierefore, come into force until after a period of three 

to five years, during which time the Railway system would he restored 
to a norm calculate on the basis of the probable volume of traffic 
pzevailing after the post-war fluctuations had ceased. 

The second factor of importance is the ram at which obsolete 
equipment should be replaced by the latest inventions : the rate, for 
example, at which the 11^ should be electrified, or specialised fiie^t 
wagons introduced. Here, a gain, the calculator's would he 
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an aibitrary one based on current planning policy. 

The third factor is the optimum share of the railways 

in the traffic available for inland carriage as a whole. Here the influence 
of some Authority which can view the problem of inland transport in 
its entirety is essential. 

A comprehensive control of railway investment policy is clearly 
i«. pr.gcih1e without somc form of nationalisation. Hence, the creation 
of mother Public Corporation, such as has already proved its ability to 
deal with a complicated set of problems through the London Passenger 
Transport Board, is suggested. This solution is one which would 
involve the Tninitnum of interference with existing arrangements. It 
would mean the replacement of the present railway shares by Govern- 
ment-guaranteed stock — a purely paper transaction in the first 
instance — and the foimadon of a cmtral Board of Railway Directors 
appointed by the Minister of Transport from among existing 
Boards and directly responsible to the Ministry. There is no reason 
why flu-readiing changes in the organisation of die industry should 
have to be set afoot at once. Die Railway Board would operate the 
railways according to commercial principles, subject to the decisions 
of the Ministry of Transport in the matter of its investment, price and 
labour policy. The London Passenger Transport Board would retain 
'its present form but would be represented on the Railway Board. 


Road Transport 

In m^y respects the condition of die Road Transport industry 
has comp^ very favourably with that of other industries. Its 
problems die those of rapid growth, and its losses in periods of depres- 
sion are relirively slight in spite of the keenness of compeddon within 
die industry^ 

Compedtxpn is excepdonally feee. Customers are mimbprlpag^ 
an initial capit^ expenditure of less than will bring a new c a rri er 
of either passengers or merchandise into the field. Eadi carrier has to 
comp^ not onlw with the multitudmous concerns in his own industry 
^t with long-es^lished concerns offering other forms of transport. 
Haul^e rato at^uorced down often bdow cost of producdon for the 
“agin of ineffideVit firms dependent on the sweated labour of the 
owner-driver. Alrfhou^ cut-throat compeddon forms a constant 
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It is dear tbt an industry -with so little cohesion -will he without 
any specific investment poEcy. Unlike the Railway industry, how- 
evi, Road Transport does not exhibit secant fluctuations in 
invKunent in sympathy -with variations in industrial activity as a whole. 
The above of production and licences reveal an almost uninter- 

rupted growdi throughout the period between the two -wars. 

It is not possible to derive flom figures sudi as these any direct 
pT giimpnr for State intervention to control investment in road transport. 
The case for sudi action depends rather on the beEef that over- 
investment in fliis indusoy produces intense competition and anti- 
sodal labour conditions wii^ the industry its^, while injurmg 
railway transport which is obEged to observe other standards. If the 
imrporiilatpd expausion of motor transport produces a disequilibrium 
in t^ transport system as a whole, due to unequal conditions of 
fompg ririon, it is not economic. The wastage of the permanent assets 
of t^ railways, which foEows as an inevitable result, is a social loss 
added to harm done in the road haulage industry. 

Foremost among the conditions which ^ve rise to unequal com- 
petition between road and rail transport are the various kinds of 
concealed subsidy enjoyed by traffic on the roads. Cost advantage is 
gained espedally diroii^ community maintenance of the high-ways. 
The road haulage concern’s contribution to the upkeep of its permanent 
wsy is limited to the -various Ecensing charges whi(^ bear little if any 
reladon to die -wear and tear caused or the nriliTips reaped by tliU rlass 
of road-user, and to the fuel tax, which becomes, in effect^ part of 
r unning cost. Unlike the railway rnmpanipg which bear ^e fldl 
burden of an expensive track in boom or slump, the rnmtriprrial motor 
operators share die long-period cost -with private road-users paying a 
luxury rate of taxadon and make no contribudon to the special short- 
period costs of under-udlisadon and over-utilisadon of the roads. 

The motor transport industry derives a further cost advantage 
from die limited and often ineflecdve nature of the restricdons on its 
^loitadon of labour. Section 19 of the Road Act of 1930, which is 
me b^ for the limiiations on hours of work now in force, was passed 
to^^d the interests of the general pubEc endangered by a driver 
suuenng from frt^e. It stipulates that a driver may not remain on 
duty fer more dian a continuous period of 5^ hours or for more than 
a total of II hours out of every 24. In fec^ it is possible legally to 
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exceed this maximum and by adjustment of the driver's schedule to 
enable him to work for 13 hours in a day. Moreover, the reports of 
the licensing Authorities supply many indications of the difficulties 
experienced in enforcing even these limited regulations. In his report 
for 1937-8 on Southern Scotland the bcal licensing Authority -mites : 

‘ ... In spite of the fact that the courts now display a tendency to a 
greater severity in dealing with this class of contravention, an unduly 
htge number of licence-holders have not onty broken the conditioM 
of their licences in regard to drivers* hours but have done so frequently 
over long periods”. It is extremely difficult to secure sufficient 
evidence for a conviction where driver and employer are both inter- 
ested in falsifying the evidence. Where driver and employer are one 
and die same, the regulations are practically ineffective. In any case 
this legal xi-hour day compares ill widi the railway 8-hour day, and 
even where strictly enforceable gives die Road Transport industry a 
considerable advantage. 

Finally, motor transport is enabled to take the cream of the M-affl*’ 
by varying its rates. The railway companies are tied to a rate schedule 
whicli allows very little elasticity in its observance and is fixed by an 
impardal Authority. It is a schedule which is traditionally based on the 
principle of charging what the traffic can bear, with the result that the 
rate for carriage of luxury goods is fixed well above actual cost while 
the carriage of heavy goods is priced very near to cost. Moreover, the 
railway companies as public carriers are legally obliged to take ail the 
traffic offered unless physically unable to do so. The road haulage 
concerns can vary their price policy so as to repel the heavier type of 
goods which are relatively expensive to transport, and to attract those 
classes for which the railway charges are well in excess of the real cost 
of carriage. 

Clearly, these artificial cost’advantages do not tend to produce the 
optimum division of function between road and rail transport. On 
the contrary, to secure the most efficient division the State must be 
prepared to interfere with the organisation of the Transport industry 
in such a way that taxation is a function of the use which commercial 
motors make of the roads, that labour conditions are similar to those 
enjoyed on the railways and that rates of carriage by road are fixed by, 
or in consultation with, the Authority which fixes railway transport 
prices. 
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Schemes of taxation which aim at making commercial road trans- 
oort meet die cost of its use of the roads have been drawn up ^y. 
The Salter Conference which considered the problem m 1932 drew up 
a scheme of taxation based on ton-mileage, petrol consumption and 

the wei^t of vehicle. ri. • j 

Difficulties arise which are inherent m the structure of the mdustty, 
however, when attempts ate made to reduce the artificial cost advanmge 
of the roads in relation to labour conditions and to fix rates of carriage 
by road. If enforcement of the hours regulations proved diflicult when 
lie limit was ii hours per day, the difficulty would be multiplied by a 
stricter limitation. Indeed complete enforcement either of standardised 
conditions or of a fixed schedule of prices is virtually impossible in an 
industry which includes so many small and independent operators. In 
Southern Scotland in 1937^ nearly do per cent, of the vehicles operat- 
ing on an A licence and over 90 per cent, of those worked on a B 
Itrpnpp were held by operators with under 10 veWcles each. Over 
10 per cent, of the A licensed vehicles and 42 per cent, of the B licensed 
vel^les were the property of operators who had only i vehicle apiece. 
Control of these many units whi<h falls in any way short of being 
complete is unsatisfactory. 

On the other hand, complete control or nationalisation, mvolving 
as it does a change in the entire structure of the industry, might 
seriously handicap some producers with spedal transport needs. The 
variety and flexibility of the fadlities provided by the road haulage 
system are shown partly by the classification used in the licensing 
system which was evolved in the decade immediately before the war. 
Under this system, A licences are held by carriers whose sole business 
it is to transport other people’s goods j B licences, or limited carriers’ 
licences, are issued to concerns which use tiieir vehicles for carrying 
both their own and others’ goods ; C licences, or private carriers’ 
licences, are for those concerns which carry their own goods only. 
Into these last two classes Ms the greater part of the industry’s unite 
of production. It has been estimated that 75 per cent, of the goods 
vehicles on the roads are privately owned and that 80 per of t hes e 
are purely local tradesmen’s vans. 

hfanifesdy it is not possible to treat all sections of the industry in 
the same way. What is needed is to decide in which spline control 
IS most urgently required and then adjust the type of control to ihe 
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Structure of the section concerned. Litde further State intervention 
would seem necessary in the case of carriers operating under C 
since they merely organise th^ own supply with their own deliveiy 
vans. It may be necessary to regulate the long-distance activities of 
this group, but short-distance distribution under C licence may safely 
be left firee from all controls except the initial one of submission to 
proper tests for a licence. 

At tile other extreme, firms working under A Hcences in general 
undertake long hauls, and the temptation upon tiiem to evade regula- 
tions is peculiarly strong. They overlap and conflict witii the railway 
service. They employ heavy vans and wear the roads more than 
lighter traffic. They are not easily kept under supervision and tiie 
expense of an effective enforcement of regulations would be great. It 
is therefore suggested tiiat this relatively small section of tile industry 
should be wholly nationalised under a Road Transport Corporation 
similar to the Bidlway Corporation. A central executive appomted 
by the Minister of Transport would arrange for the purchase of tiie 
assets of A licence-holders according to the decisions of a Valuation 
Tribunal and would distribute Government stock in payment. In 
practice this would not constimte a major financial operation, for in 
1938 less than 30,000 operators were using A licences over the country 
as a whole and the average fleet was less than four vehicles. 

The Corporation would find its monopoly of great advantage in 
arranging fitil loads on all main journeys and in reducing dday in 
collection and delivery. The treatment proposed for holders of B 
licences would similarly help this process. It is su^ested that the 
B licences granted to firms which carry botii their own and other firms' 
goods should be withdrawn and replaced by C licences, an interval of 
time bemg allowed to enable these B licence-holders to reduce the 
number of their motors where necessary. Businesses which had been 
in the hahit of mainlining a surplus of vehides might be allowed to 
lend idle maphinps to the Corporation at an agreed rent. Further, if a 
firm possessing a fleet had established a system whereby the goods of a 
second firm were r^ularly picked up on return journeys, the system 
might be continued by the Corporation at an agreed spedal rate to the 
two firms in question.' 

The normal hanlagft rates and the spedal rates to be agreed with 
firms formerly working underB licences wouldbe determined according 
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to principles established by a Rates Tribunal which would review all 

contracts made by the Corporation. _ 

A further function of this Road Transport Corporation would he 
to enter into agreements with firms operating under C Kcences to 
distribute their goods beyond a radius of, say, 80 miles * (or a 3 hours’ 
journey) from the motor depot of each firm in question. Arrangements 
might be made for the firm to supply the brry with the load wlule the 
Coiporation supplied and controlled the labour. 

Effective co-ordination of the services of the three Corporations 
doling -with the Railways, Road Transport and London traflic might 
most suitably be achieved through three joint Boards. A healthy form 
of rivalry might stiU persist between the road and rail Authorities, and 
for the purpose of exact comparisons of efiiciency it would be sound to 
keep tile administrations separate. But the absence of the profit motive 
would fiivour a strong development of mutual co-ordiimtion in the 
public interest. A perfect dovetailing of services might be expected. 
It would he the function of the Ministry of Transport to foster this 
development and to arbitrate m any matter which the parties concerned 
could not solve. 

It is by no means certain that the State could or should convey 
goods by road at rates as low as those offered by private carriers. Cost 
reduction effected at the ei^ense of the health of drivers, the lives and 
limbs of road-users, and the financial returns of other transport 
agendes working under stricter control, is not economy. The funda- 
mental concern is the real standard of living, which inrhides conditions 
of work ; and this would seem likely to be more fully saf/»giiar>1i»fi 
through State control of long-distance tr affic than through the profit- 
seeking rivalries of thousands of small firmg, 

• diapter was written before die annoiinoetnait of die Govetninentfs sdieme for 
nntn^ ^involving jounieys of more dun do miles. If the lower limit is practicable, it 

B no doubt better dan the siiggesiBd8o.iidle limit 



CHAPTER XVI 
Cotton ^ 


An investigation into the Cotton industry plunges the enquirer at 
once into complex problems of -world economic diplomacy. Half the 
peacetime output of cotton goods from Lancashire is exported to 
overseas markets -where it meets intense competition from Japan. 
Wherever Lancashire prevails, Japan must largely lose. If Japan fails 
to secure foreign markets, the industries of that nation are denied the 
means of impor^ raw materials. Since materials are not plentiful 
on Japanese soil, imports are indispensable, and there is a corresponding 
need for export to pay for them. To choke back exports is virtually a 
death sentence on numbers of the submerged section of the growing 
Japanese population. In fine, Lancashire’s future success can only 
harden the determination of ^ Japanese people to secure by force 
whatever markets can be brou^t under rotary domination— this 
being their one hope of survival as an industrial nation with tnlpraMp 
material standards. 

What, then, can be done ? Let it be said at once that there seems 
little prospect of an adequate, agreed solution except through policies 
of perfection. A safe remedy for the Britirii Cotton industry — that 
is, safe from the point of view of pea(% — would seem to demand as a 
first step a constructive attack on Japan’s urgent problems. Since 
these problems ace scarcely soluble without foreign support, the point 
of departure is some form of ot^anisation for international mutual aid. 

lire subject falls properly within the scope of world planning and 
will be treated more My in Volume 11. At this point certain findings 
may be mentioned whidi bear specifically on die Cotton industry. 

In the first place Japan's entire eqtort trade is dangerously un- 
balanced. Before the war, textiles and materials for textile (including 
cotton tissues as the largest single item ; raw silk ; rayon, silk and 
woollen j knit goods ; and cotton yam) accounted for between 

< Mudi of diisdiapter has been based on ihe work ofNCss Joanna Aytoun, who idoforced 

her study of by interviews with cotton manu&ctuien in South West Soodand. 

Admowledgment is due to her and to tsany business men who were geneious widi dieirtiine and 
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a third and ahalf of the total export of merchandise.* Odier consider- 
able items, shipping services, commercial insurance and tourist traffic, 
suffer the defect that they cannot easily be e:q>anded through the 
effisrts of the home Government. 

Elsewhere it has been shown to what extent the export trade of 
South West Scotland is precarious because unbalanced. The position 
of Japan is much worse. Since textiles are the only large bargaining 
counS, these must be pressed everywhere unceasingly. If one 
market is closed, Japanese textile manu&cturers must at all costs break 
into another. When this cannot be done peacefully, the alternatives are 
war or crashing poverty — unless, indeed, new counters can be made. 

The solution of the problem is to widen the basis of Japanese 
pvpnrf and give it more balance. To meet such a need, and at die same 
tinift to assist many other countries which lack materials, a scheme is 
put forward in Volume 11 for a “ multiple trade agreement ” — a single 
comprehensive pact under which imdons would commit themselves to 
purc^e a stated volume of imports from stated sources over a period 
of, say, two years. One nation’s contract to import is another nation’s 
guarantee of export. And the import guarantees would be so arranged 

— through the reconciling work of an international Planning Office — 
as to meet the special ei^ort needs of each nadon. 

Li the case of Japan the aim of the multiple agreement would be, 
as mentioned, to provide outlets for Japanese goods other than textiles. 
Trade would dius be diverted from channels already heavily charged 

— thereby relieving the world’s Textile industry — into oAers more 
suitable for enabling Japan to earn the title to import. 


— 

A further object of international policy will be to create a just hasig 
of competition between cotton-mcporting States. The problem is 
again of great intricacy and difficulty, but some progress towards 

a solution bas been made in the past and international organisation 
already exists for unifymg labour conditions and establishing a fair 


in 1938. The percentages ace 
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basis of labour cost. The principal factors to consider are wages and 
hours of work. 


(a) When the general economic standards of two nations 

differ widely, wage rates cannot be equalised ; nevertheless, it may be 
possible to generate a common movement yielding perhaps some trend 
towards equality. 

In die chapter above on Gsalmining, various tn<»tbod s were 
suggested for preventing the development of competitive wage- 
cutting m an unsheltered industry : the formation of an inti^at ion al 
workers’ union in the industry, and the creation of an international 
arbitration court to which the union mighr appeal ; the establishment 
in each country of a minimum wage for arduous and dangerous work ; 
and tile linking of unsheltered v^es to an index of sheltered wages. 
Similar methods mi^t be attempted in the Cotton industry, but here 
the difficulties would be greater owing to the exceptional ffiversity of 
trades and disparity of wages in cotton production. Possibly tiie best 
procedure would be to set up a specM board of investigation nndw tiie 
auspices of the Intematiomd Ltffiour O^anisation for enquiring into 
the particular rates paid to cotton operatives in all countries, and for 
recommending to Governments su^ changes as will bring Cotton 
wages everywhere into their due relation to the average wage for 
industrial employment in each country. 

This plan would dovetail into a more general scheme outUned in 
Volume n for the international adjustment of wages. 

(b) Worlang Another step in the creation of ffiir 

competition would be to convene a spec^ Conference, under the 
Tntemarinnal Labour Organisation, for preparing a series of Draft 
Conventions affecting working conditions in the Cotton industry. 
The Draft Conventions might suitably cover the Mowing questions : 
hours of work j overtime rates ; the age of entry j nigk work ; 
and rn ndirinns of employment of women. A code of factory regula- 
tions might also be prepared, together with recommendations regarding 
the minimiim sra1<» of fectory inspection to guarantee efficient super- 
vision and control. Precedents which would yield guidance and detail 
are the pre-war Draft Conventions and Recommendations on Shipping, 
Agriculture, Bakeries and other single industries. Although in the 
case of Cotton the Draft Conventions could not provide for complete 
uniformity, conditions of work in the most backward countries might 
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be made the subject of special Articles which would at l^t ensure 
advance on former standards. The mtroduction of Articles for this 
purpose was in feet contemplated during ihe discussion of ihe Reduc- 
tion of Hours of Work (Textiles) Convention, 1937 — not in force 
before the outbreak of war — but conditions in Asia were not fevour- 
able to the raising of labour standards at the time. 


In what follows it will be assumed that international measures have 
been for establishing feir conditions in respect of wage costs, 
general standards of labour and the opening of markets. On such 
premises it would seem desirable that, as a first stage, the national 
LnrliPB of the world’s Cotton industry should enter on a trial of 
strength, while striving by every avaMle means to increase their 
efficiency. 

In other words, a period of strenuous feir competition is envisaged 
after the war, lasting perhaps thr^ years, during which each national 
bratirh of the bdustry would find its true relative position. This 
mi^t be Mowed by a period of stabilisation in whidi quotas would 
be to the different national industries based on the results of 

the period of feir competition. 


Efficiency under World Compedwn 

In the attempt to attain M efficacy, each national industry would 
expect Government aid. It is the function of a Government to direct 
the resources of ihe whole community to the most constructive end. 
In a country with a fully concerted national plan the Government is 
obviously justified in adopting whatever industrial measures will serve 
the plan, even to the extent of fevouring one mdustry more than 
another, so long as the national plan as a whole is conceived as a 
potential part of a comprehensive world plan. 

It is in the light of such thou^ts that the possible after-war 
development of the British Cotton industry will be examined. Effici- 
ency will be the acknowledged high aim ; and in the approach to this 
a partnership between industry and State will be assumed as avinmaHV. 


The Orgardsatton of the British Trade 

Structural changes in the Cotton industry up to 1941 have in c h ided 
many extensive amalgamations. In the Spinning and Doubling 
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Stream of orders of the precise type needed to keep all branches active. 
If it cannot secure enough properly balanced sales, two unprofitable 
choices He before it : either to keep some departments idle, or to 
continue working diem in the hope of disposing of surplus semi- 
manufectured goods through its rivals. The difficulty of keeping all 
departments active is greatest when the final goods are most varied. 
The sewing-cotton trusts, it seems, have fully solved the problem of 
vertical combination, and this may be partly due to their producing a 
sing le artide in regular demand. 

Li it does not seem that effidency in the Cotton mdustry 

will be largely enhanced by the emergence of more vertical or other 
trusts. A further reason may be given. In the past, effidency has been 
won through the progressive spedaHsation of every unit on some 
limii'P.i process. But this extreme division of labour is profitable only 
when each unit serves the entire industry. Full economy demands the 
employment of each specialised unit to capadty. Manifestly, this 
c ondttinn is mote assured when the unit serves all parts of the industry 
than when it works for a single firm. As a broad conclusion it may be 
said that in any plan designed to rationaUse the Cotton industry the 
optimum unit of control would appear to be the whole industry. 

This finding may be modified however, by the necessity of exer- 
dsing control from the market end. Since the export market differs 
radit^y from the home market, two controls may be required. They 
would of course co-operate, but a hi^ degree of autonomy in each 
field would probably yield the best results. 

The need for applying control from the market end is most evident 
in the case of etqtort. It would be absurd, for instance, to start with 
the planning and expanding of the output of cotton goods regardless 
of overseas demand. That way Hes ruin. The true procedure is first 
to invade markets and rn^and sales. Thus file p lanning organisation, 
whatever its scope, must at least begin by accepting responsibiHty for 
sales. Accordmg to its success in this field, so will be its abiUty to 
assist and to plan the manufacturing section of the industry. 

Airport Phaamg and Control 

In the scheme below, the proposed Cotton Export Control is 
theirfore separated from the Inland Cotton Control. It will be con- 
venient to consider lexport first. 
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There is dearly need for some organisation, representing the entire 
'^ort branch of the industry, which is empowered to make three types 
of apprMch to prospective buyers. It must he able to oflfer traditional 
Lan^hire * products in any quantity for immediate delivery to any 
fqreign customer. Further, it must have the moana of producing 
^rics traditionally &vouted by the consuming country, even thnngli 
diey have not been made in Lancashire before. And it must possess 
an etqterunental station for inventing and produdng totally new 
dedgns and series, so that die interest of potential customers may be 
held. 


Vigorous promotion of sales is impossible widiout these powers. 
Accordingly it is recommended that a Cotton Export Control be 
formed from the existing British Overseas Cottons tnth 

certain extended functions : 


(x) This Export Control would become the actual ittyer and seller of 
all goods for which it could find a market. 

(a) It would have the monopoly of export if piece goods commonfy 
demanded abroad. 


(3) It would command the whole-time services of whatever combina- 
tion of units was necessary to produce this export. 

(4) The power to license &ms to manufacture the monopolised 
products would be conferred on the Eiqiort Control 

(5) The finished goods would be dispatched direct from diese firms to 
warehouses abroad, where reserves would be held by the Control 
for immediate distribution. 

(6) The Export Control would maintain a world-wide network of 
agencies for securing orders, former Lancashire merchants being 
invited to take part. 

In respect of cotton exports in less regular demand, it is suggested 
that the Cotton Export C^trol might follow the same procedure as 
above, without, however, having the monopoly of such export The 
task would be to canvass for orders of every kind, and to pass these 
orders back to manufacturers ; but private producers and merchants 
would be encouraged to do the same. Moreover any firm, large or 
which was endeavouring to develop new lines of export would 

' Uje ptopotab tebtc mainly to the Lamashite ttacfc. Scotti* conditions ate 

discussed later. 



INDUSTRIAL PLANNING 


ST. m 


232 

be granted all the assistance die Control could offer, being charged the 
customary agency fee on realised sales. 

In order to be sure of fulfilling special contracts within given dates, 
the Cotton Export Control would need a priority claim over the ser- 
vices of selected mills and works, and this mi^t be arranged subject to 
its indemnifying firms for any cost of “ changing over The Control 
would enough stocks of finished goods to prevent frequent 

inconvenient demands on firms. 

As part of the machmeiy of export control there would be needed 
a Research Department to undertalb stadsdcal smdies of consumpdon 
in foreign markets ; analyses of costs in the different manufacturmg 
centies ; research into marketing efficiency ; and mqieriment in design, 
style and colour. Such a Department has been already pardy realised 
through die formadon of a “ Colour, Design and Style Centre ” for 
the British industry. 

Furthermore, the Eiqiort Control might with great advantage 
establish an Eiqiort Consultancy Service. Officers trained in this 
Service would give advice to mdividual firms on openings for export j 
changes of fashion ; new designs and fabrics ; new materials, sources 
of supply or methods of treating materials ; recent improvements in 
machinery ; personnel management and welfare ; means of financing 
mqiort ; and cost-accountancy methods for enhancing efficiency. 
the case of firms licensed for whole-time export, one condidon of the 
grant of a licence might be the appointment of an officer of the Con- 
sultancy Service on the firm’s directorate. 

Modem machinery for cotton manufecture, it is proposed, should 
be made available to the industry by means of a Government hire- 
purchase system. Firms wishing to buy machine ry from the Govern- 
ment under such a scheme would be required to seek the advice of the 
Export Consultancy Service on the most suitable machines for their 
use, md the sale would be on special terms to any firm certified by the 
Service to be efficiently managed. Firms mainly serving the home 
marm wodd apply for aid diou^ a similar technical Consultancy 
bervia under the Inland Cotton Control. 

Finally, part of the fiincdon of the Cotton Eiqiort Control would 
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Inland Cotton Control 

^ Wartime organisation in the Cotton industry is both extensive and 
powerful, and includes a Cotton Control endowed with functions 
highly suited to the needs of peacetime rarionalisation. Thmngh 
this Control the Ministry of Supply exercises numerous far-reaching 
powers, among which are ; the fixing of the prices of Egyptian, 
American and doubled yarn, and of controlled cloth and cotton waste ; 
the collecdon of “returns, estimates or other information ” rela tin g to all 
businesses in the industry ; the licensing of firms engaged in spinning, 
and tlie gnuit of licences for the industrid use of cotton waste ; and the 
determination of priorities for contracts. 

The system of price-fixing appears to have reached an advanced 
stage of development in the Spinning section. Prices of Egyptian type 
yam are determined accoiding to the “ replacement cost ” of the taw 
cotton used,^/ftf an increment where relevant for carding and combing, 
plus a “ margin ” for spinning cost. The margins allowed for different 
types of yarn, and the cost allowed for cardmg and combing, are laid 
down in a series of tables. Separate regulations govern the fixing of 
prices for American type yam. 

In the scheme of national planiting outlined in this chapter, the 
Cotton Control would play a prominent part by becoming the Inland 
Cotton Control. It is proposed that this Inl^ Control should at 
least initially absorb all the powers possessed by the wartime Control. 
It should retdn, in particular, the right to fix margins, until thoroughly 
efficient voluntary methods of price-fudng had been evolved. Throu^ 
the Cotton Board (established under the Cotton Industry Act of 1940) 
it might be possible to develop voluntary schemes of price adjustment 
in both spiimmg and weaving — say, on the lines of the pre-war 
method in Iron and Steel. But until such schemes had matured, the 
Inland Cotton Control would continue to govern prices. 

A further power, that of licensing cotton firms for standard pro- 
duction for the home market, would be retmned permanently by 
the Inland Cotton Control. 

The essentially new function which, it is urged, should fall to this 
Control is the responsibility for guaranteeing fidl en^loyment to all 
cotton firms engaged on the standard output of the mdastry. This task 
could be accomplished through a plan enabling it to buy or otherwise 
bring under its own direct control a certain number of mills and 
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factories to absorb the shock of any sudden chwge in demand.^ 

Under the suggested scheme as so 6 r oudined, three sections in 
the industry can be distinguished : a limited group of units working 
M time on behalf of the Export Control ; a further group engaged 
partly in expon^ either independently or through the Export Control, 
a^ partly home production ; and a third group concerned only 
with *e home market. It is proposed that a fourth be added : a group 
of units to be owned by the State and administered by the Inland 
Control The main purpose of this section would be to provide a 
fringe round the industry to absorb all fluctuation in trade. 

This State-owned fringe might be brought into being immediately 
after the war through the purchase by the State of enough plants to 
produce the dvilian doihmg allowed to demobilised troops. After the 
first six when the replacement boom was under way, the same 
works might d^ge over to the production of ordinary peace require- 
ments, thus preventing any over-expansion of private industry. Then, 
if there were some depression at the dose of the replacement period, 
these Government works would surrender their normal trade to 
private industry and would be employed on pubHc contracts, say, for 
camp equipment^ sports clothes for sdiools, or other goods which 
could be communally distributed at nominal charges. Alternatively, 
part of the Government fringe might be converted into training plants 
under the general scheme of labour training and transfer (see pp. 235-7). 

However successful the national plan, there will always be sli^t 
osdllations in die private demand for cotton goods, due either to 
changes in foreign trade or to fashion ; and it would be a function 
of the Government fringe to offset these variations at all times. In 
practice, a suitable method for adoption by the Inlan d Control would 
be, first, to license that number of private firms which, when consiunp- 
tion was at the lowest point reasonably to be expected, could supply the 
whole demand for sta^ard goods ; secondly, to produce through the 
Government frmge any excess required in times of more active buying ; 
thirdly, to regulate the amount produced by the Govenunent i mhs 
according to the level of stocks in the country. In other words, 
Government output would be expanded whenever stocb fell seriously 
Mow a selected level, and as soon as this level was again reached some 
Government units would at once turn over to work on standing public 
contracts. 
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. To complete this general system of planning, it would be necessary 
to Kcense a certain number of firms for free-lance trade in special or 
highHjuality febrics. They would be given absolute liberty of action 
outside the range of standard goods covered by the main 
Further, some of them might be allowed a certain quota of standard ' 
goods if they could combine this efficiently with their special trade. 

SouA West Scotland 

Some firms in the Cotton industry would retain ait c h complete 
independence under the above scheme that they would scarcely be 
aware of its existence unless th^ wished to profit by the farilitiVc 
offered for reaching foreign markets or for rep lacing machinery. The 
area of South West Scotland, in pardcular, would evperience little 
change in the system of trade ; for most of the Scottish firms are 
specialists and would therefore not be licensed mther for full-time 
operation under the Etqtort Control, or for the production of standard 
goods for the home market. 

The specialised diaractet of die mdustry in this area is reflected in 
the following series of facts. According to the report of the Scottish 
Economic Committee endded Scotland's Industrial Future^ the number 
employed in the entire Cotton industry of Scotland in March 1938 was 
12,927. Of these, more than half were engaged in the sewing-cotton 
brandbi of the industry. The chief centre of sewing-cotton producdon 
is Paisley, where J. and P. Coats have extensive works. This firm, 
with a capital of over £, 7 a million, exports in peacetime mote than 
80 per cent, of its home-produced output of cotton thread. 

Most of the other large firms connected with the Cotton industry 
in Paisley are bleachers, dyers and finishers. 

The industrial map compiled by Mr. C. A. Oakley imder the 
auspices of the Scottish Development Council shows that, in Glasgow, 
firms emplo^g over 250 workers cover a wide range of output in- 
cluding curtains and nets, shirtings, muslins, marquisettes and voiles. At 
Darvel, Newmilns, and Catrine, on the southern extreme of the area, 
cimilar large firms produce cotton sheets, pillow-cases, towels, window 
hoUands, muslins, curtains, tapestry, lace, damask and embroidery. _ 

Apart from the sewing-cotton branch of the industry there is 
little spiiming in the Scotti^ area ; and weaving, which is more exten- 
sive, is specialised to a high degree. 
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Export has always played a large part in the trading activity of tliis 
area. In the past, India and other Eastern countries, together with 
parts of Europe, have provided strong markets ; but while th^e have 
Qy declined, some expansion is reported m South Africa, Australia 
and New Zealand. The firm which is assured of most success in 
export, at least among weavers, is diat which produces a wde range 
of high-quality materials and is either adaptable to changes in style or 
able to lead the trade owing to the acknowledged excellence of its 
fiibiics. 

The Needs of the Scottish Industry 

In any discussion of the specid needs of the industry in South West 
Scotland it is necessary to begin by setting apart the sewing-cotton 
section as a special case. A firm which has been as triumphant as 
J. and P. Coats through every industrial crisis, and has built up an 
independent world-wide organisation for distributing its goods, needs 

more than freedom to continue. A Government may co-operate 
by nialcing agreements for lowering foreign tariffs and for easing inter- 
national payment ; but these suggestions only emphasise the general 
prindple that where a firm or trade is economically strong the service 
it most needs is release from impediment. 

The weaving section, however, is differently placed. There are at 
least three respects in which the Government mi^t help. A fear often 
expressed among weavers is that after the war Aere be a serious 
shortage of skilled labour. As is well known, the Cotton industry has 
always been a family occupation, providing work for young people 
leaving sdbool as weU as for their parents. For this reason it has been 
easy to develop a tradition of skill, and until recently little risk has 
arisen of scarcity of trained labour. Since the last World War, how- 
ever, the industry has become much less attractive to young people 
owing to its Steady decline, and of late the tendency to desert it for the 
more lucrative war industries has much increased. Employers are 
concerned, therefore, lest recovery after the war be hindered by lack of 
qualified staff. They look to the Government to provide facilities for 

training labour immediately after the Armistice. • 

E the scheme outlined in diese pages were adopted, part of the 
Government “ ftinge ” mi^t be recognised as a training ground for 
new entrants. This fringe would necessarily be established in areas 
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already devoted to cotton manufacture, and it migtn- well accept 
responsibility for receiving new recruits, teaching them tbe rudiments 
of Ae trade, and passing them on to firms which were evpatuling nnrjw ■ 
the impems of the replacement boom. 

A second feature of the post-war position will be the absence of 
modem machinery. Owing to the protracted depression in the Cotton 
industry there has been little replacement in recent years — a mnHirinn 
which will not be remedied during the war. In the Scottish weaving 
section, especially, many looms which have been kept in service purely 
by the renewal of parts for fifty years will need to be replaced by 
completely modem plant. 

The proposed sdieme for the sale of machine ry by the Government 
on the hire-purchase system, and the grant of spei^ terms to firms 
which are efficiently managed, would meet this need. Moreover, it 
would have important repercussions on the Engineerin g industry, in 
particular on the machine tools section which is l^le to suffer immedi- 
ately after the Armistice. 

Finally, there will he the urgent task of recovering lost foreign 
markets and opening up new fields as soon as the wartime blockade is 
ended. Few firms in the West of Scotland, apart from die sewing- 
cotton section, will have die independent means of making their 
products known in all parts of dm disorganised world, and they 
would obviously gain firom the creation of some large marketing organ- 
isation. At present there are three methods in use among Scottish 
weavers for promoting sales abroad. Some firms maintain direct 
contact with retailers in importing countries — a mediod which 
assures the advantages of personal association, though it is slow 
and expensive to develop. It could not meet the emergency situation 
after the war. A second method is to sell to a merchant firm which 
exclusively with the one manufacturer’s goods. Again, a smgle 
merchant dependent in diis way on the sales of one firm, will rardy 
'have the resources needed for breakmg rapidly into new fields in all 
parts of the world. Finally there is die method of selling through 
general merchants or merchant shippers. Although this procedure 
gives wider scope than the others, it deprives the exporter of direct 
contact with the buyer ; and the merchant, as intermediary, has no 
special interest in promoting the sales of a particular firm. 

The situation is wholly transformed when there is established a 



FT. in 


O industrial planning 

* 3 ® 

Cotton Export Control, tlie paramount function of is to gain all 
available information about every comer of the world s market and 
to relate its findings to the special productive abflities of every firm in 
die British Cotton industry. A producer who approaches such an 
organisation for help finds an ally whose raison d‘itre is to help him. 

Assistance could be given in various ways, differing according 
‘ to whether the manufecturing firm wished to preserve independent 
.Iionnpic of export or preferred to place itself largely in the hands of 
the Export Control. In the first case it might, for a fee, seek the 
advice of the Consultancy Service of die Export Cpntrol and thus have 
piaivrl at its disposal all the information possessed by the Control 
/«nniviming ovciseas markets and methods of entry. Advice would 
further be given on new feshions and fabrics, and on the possibility of 
using die manu&cturer’s looms for producing new tissues with strong 
prospects of sale in foreign markets. Having received advice on these 
and allied questions, the firm might continue making its own disposi- 
tions for export. 

If, however, it was too small to contemplate independent contact 
with foreign buyers, it might arrange to sell its output througjh the 
E:iq)ort Control. In such a case, representatives of the Export Control 
would enter into full consultation with the firm, to reach agreement on 
the type of export which it could most efficiently produce and on the 
designs, styles, materials and dyes m be used. Thereafter the Export 
Control would undertake full publid^ in foreign markets, and would 
transmit to the firm orders received for the chosen designs. 

The Petiod of International Contrd and Stabili^ 

The sequence of ideas underljdng this study of the Cotton trade 
may be shortly recapitulated. As point of departure, it was assumed 
that no satisfactory solution of Lancashire’s problem can be found 
which fails to observe the need for more balanced eiqiort from Japan. 
The programme should if possible include, therefore, international 
agreements for the exchange of goods, designed to open new channels 
of trade to^ that country. Such action will be made easy in proportion 
as consuming power is expanded in all parts of the world. 

In so far M this introductory programme can be achieved, it will 
Ije ^e, from the point of view of peace, to give full rein to competition 
m the industry and to fortify Lancashire for the purpose. Ideally it 
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wodd be desirable to prepare the way for such comperidon by estab- 
lishing fair conditions through international labour conventions and 
arrangements for equalising wage rates. 

In the period of competition each national branch of the mdustry 
would give first thought to its efficiency as expressed in organisation, 
technique, machinery, quality of output and marltpring. Co-operation 
between industry and State for greater efficiency is asgnmpfi • and the 
discussion just ended had for its purpose the suggestion of various ways 
in yrhich the partners mi^t co-operate. 

There remains for mention a final period of stability during which, 
by international agreement, each national brandi of the industry would 
be ^ven a fiiirly constant share of the world market. The different 
'shares, it is suggested, mi^t be based on the results of the competitive 
period. 

No doubt this would be the most difficult of all parts of the pro- 
gramme to apply. The method of quotas, when controlled only by 
e]q)orting countries, calls for the formation in each country of some 
organisation strong enough to distribute quotas among the hundreds 
of firms engaged in export. Moreover, the system would collapse if 
any large exporting countries were to resist it. The alternative proposal 
for dividmg the market and aUotting areas to each national industry 
might be more workable among the producers; but importing 
countries certainly would not concur in it. 

In view of the exceptional difficulties it seems important to 
emphasbe once more the need for establishing some supreme inter- 
national authority, a World Planning Organisation, as reconciler of 
interests. Such a body would have the advantage of being able to 
approach* consumer countries and invite them to play their crucial part 
in controlling the plan. Once they had been persuaded to assist, a 
quota system could be built up &om both ends. Exporting countries, 
in the first place, would be asked to agree on the export quotas to 
be allotted to them. Then, if agreement were reached, importing 
countries, that is, virtually all coiuitries in the world, would be asked 
to import only certain quotas from the various manufacturing centres. 
These import quotas would be fixed by the Planning Organisation in 
such a way that, while causing little change in the buying practices of 
consumer countries, they would in the aggregate yield to each exporting 
country a quota conforming with the agreement. 



CHAPTER XVn 

BuUding 


Personal are the inevitable starting-point for suggestions 

.nnrpmitig physical planning, and the present writer*s view is that the 
first aim of town planning should be to preserve the country. For 
many years British industrial towns, in encroaching on the country, 
have steadily destroyed the amenities they have hoped to exploit. 
The next necessary step is counter-invasion. Concretely, the National 
Trusty as the body most intimately concerned with safeguarding 
British scenery, should be invited not only to schedule for protection 
those areas wWch it has long coveted for its own, but also to mark 
down every coastal and lakeside area which become de&ced, with a 
view to its progressive clearance. Restoration should begin with the 
most easily redeemed spaces. It may take a century or more to repair 
past devastation, but the first essential is to ensure that the trend is 
right. 

When the National Trust has done its work, town planners will be 
instructed to make the best use of tim land that remains ; and the best 
will stiU be in accordance with the principle of counter-invaaon of 
towns by the country. In Scotland, for various reasons partly economic 
and par^ fortuitous, many towns have remained &irly compact, with 
the result that their citizens can escape quickly into open land. To 
achieve this elsewhere it will be necessary to check the spread of 
straggling fiinges round each large populated area and, if possible, 
carve out the centre to leave a horse^oe shape. Thus a town with 
continuous dwellmgs for a three-mile radius and “ development ” 
extending a further mile might be given a rigid four-mile expansion 
limit. A green area of one-mile radius might tbp^ be in the 
centre and joined to die open country by a corridor a mile wide. The 
green coastline of the town could be extended on the fjord system, 
the tallest and most beautiful dwellings being built round the shores of 
the fjords. By such means continuous field would be made 

to aU citizens at but a sfight distance from their homes. 

The horse-shoe method is only one of several ways of laying a 
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town open to the country, but in fevour of this method it may be noted 
that a town built round a bay or wide harbour avoids altogedier the 
atmosphere of suffocating gloom that often hangs over inland towns. 
A broad river with green spaces lining its banks can give miifh the 
same effect. Towns with none of these natural advantages may resort 
to parks, lakes and woods. 

Whether the point of departure be the defence of the countryside 
as is here suggested, or whether it be concern for the architecmre of 
the towns themselves, the same conclusion is likely to be reached, 
namely, that any imaginative scheme of town planning will keep the 
Building industry acdve for fifty years. On ^e assumption that at 
some time not far remote British leaders will find themselves locked 
by the gashes that have been scored across this country, and will 
decide to adopt comprehensive, drastic measures, the Building industry 
need not fear again. Its future will be one of rapid es^ansion and of 
sustained activity based on housing programmes design^ to yield not 
merely a given cubic space of house-room per head but a panorama 
everywhere bearing comparison with that of Westminster, Oxford, 
Cambridge, and other places where the architect has been given 
similar scope. 

The fortunes of the Building industry have long been under 
influence by political action, throi^ subsidies, rent control, the rating 
system and 'measures affecting the general level of interest. This 
political influence will unavoidably continue, and the prospect for 
Building will depend much less on its own policies than on the financial 
programmes of municipalities and the State. Nevertheless, so long as 
the detailed control of the industry is in the hands of private entre- 
preneurs they may have some power of self-help, and it will be useful 
to consider how ftr this extends. 

The Limits of Self-Help 

Revolutionary progress in building houses demands, at least as 
one permissive condition, a revolution in materials. The justification 
for this belief calls for some explanation. Mass production of houses 
s ho tilti be possible on the same principle as the mass production of 
ships. Pre-construction of parts is the first need. These parts must 
then be brought together at a given place in an exact sequence. They 
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ihroueh^ action of moisture ; it must be d^se and resist com- 
pressiM ; when set, it must withstand Wgh and low ^ 

possible it should permit construction m all weathers ; after erection 
ft rst be impervfous on the outside, while on the inside presentmg a 
suifece to which paint and wallpaper will adhere ; condensation of 
SListobeavoided; it must be hard, yet not so hard as to mpt 

nails and saews; it must allow of patching, ^tension and the n^g 

of ioints ; it must be a non-conductor of heat and of sound ; if 
poible it should be antiseptic and vermin-proof; it must be non- 
bflammable ; it must, espedally, have a good appearance and rival 
stone, slate and marble in produdng buildings of distinction. 

Not all these qualities are indispensable for roofs, chimneys and 
floors ; and as regards walls, two or more substances combined may 
yidd the deared results, just as bricks, mortar and plaster jointly 
' answer tiie need. But the discovery of one composition capable of 
Tneo ting all the above reqtdrements would lead to immense economy, 
espedally if it were itself insqiensive. 

Experiments have already been made with many materials, indud- 
ing, in addition to feno-concrete, cast stone and asbestos cement 

> Pie^ast cosaete slabs {i&on rilr/) veie used at Hilveisum and at Dianey (F'ta^) 
about ten yeaxs t^o fot “ standard consonction " on die principles just described (see Ckaaiat, 
blaidb 1933 ; Fienrii atdutecniid leviev)* Gtat Britain, Messis. G. and J. Weir weie 
^neeis in die cottstniaion of steel houses. “Tbe essence and novelty of the scheme", they 



“• xvn BUILDING 

which are in common use, a variety of plastics or compositions such as 
lignocrete, maycrete and nashcrete, tentest for the interior of walls, 
and plate glass for all purposes. Research continues. If progress in 
the actual employment of new material has been slow, one reason is 
that experiment in construction is both esqiensive and hazardous. No 
ordinary buyer or builder dare substitute untried material which may 
crumble in ten years for material whidi is already guaranteed by 
generations of p^ormance. If the structure fails, the buyer loses his 
home and savings ; the builder loses his reputation. Conservatism in 
building is in fact rooted in very reasonable caution. 

A &rther obstacle to the use of new wah»ria1 is that it calls for a 
new type of labour. When a composition is found which will replace 
not only bricks and mortar, but tdso plaster, slate, tiling and di^er, 
three-fourths of the Building trades will become fused into one. 
Demarcation lines will become meaningless. And a h^y embar- 
rassing situation may arise for any firm which attempts to recruit 
labour for handlin g the new material. It will naturally hesitate to face 
this adventure if the capital cost of transition is great. 

Certain conclusions may be drawn. One is that it would be unwise 
to expect much development throu^ the initiative of the Building 
industry itself. If spectacular advances can be achieved only through 
a r^hangff in mat erial it is not reasonable to throw the onus of experi- 
ment on individual firms. Corporate experiment by the industry as a 
whole mi ght more justly be expected. But the community’s n^ of 
economy in building is so pressing ihat it cannot afford to leave 
research to a Building industry which is less consdous of the need. 
Hence the furdier conclusion follows that the State should assume 
responsibility. 

A State Department would be the ideal body both to make mvesti- 
gations and to undertake trial construction. Experimental bufidings 
might be erected by such a Department with the aid of a category of 
lalwur to be described as bmlding engineers. Men who had already 
been trained in both building and engineering would form the nucleus, 
and others recruited from each industry would be given the training 
they lacked. 

Government RssponaMiy 

In an economic system in which it is mtended that private enter- 
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dje feet that it is to house people with £3 a week need make no 


r> p«gn« ^yrould be prqaied with specific types of British scenery 
and setting in mind; and when the plm were complete the Building 
r^traets Division would o&r its services to munidpaUdes for the 
t»pftnc tTiiptifwi of sdected areas. L; m^t plan its aedvides on the 
pattern of die London County Council's Works Department^ with 
the di&rencediat it would have brandies in all parts of thecountiyto 
asdst diose boroughs and counties whidi were least able to undertake 
large-scale opetadonstheinsdves. Since its main mission would be to 
secure the widest possible use of standard units, it would not only 
develop the pracdoe itself but also employ indir ect methods s tmli as 
die extensive oflhr of Government contracts to private builders, the 
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distribution of plans and spedticarions to Local Authorities and 
the advertising of standard-unit supplies in technical journals. The 
intention would be both to gain the economies of laige-scale contracts 
and to encourage the mass production of building materials and unite 
The Division would therefore use all legitimate means for pnhrgmg 
the demand for specified units, and for expanding the firms which 
produce them. 


Ruearch Dhiston 

The work of the Research Division would ultimately have the 
same object as that of the Building Contracts Division ; but it would 
begin one stage further back. The Building Contracts Division would 
use loi^-recognised material. The Research Division would be 
concerned to discover new material. It would undemlre qo building 
work, other than expe rimental, until it had found the perfect maWal, 
or at least some composition which could form the basis of a revolution 
in building method. 

Once the proper material had been found the next stage would be 
the architectural one of evolving standard sections of foimdations, wall 
sections, whole roofs, floors, hearths, chimn^-siacks and chimn^s. 
Works would be established for producing these sections. The 
machinery for erecting them would be invent and manufactured. 

The Research Division would tiien arm itself witii a wide range of 
plans for diflerent types of dwellings to be assembled from its staiidard 
units. Each plan would include, in addition to drawings, a list of 
the structural parts and assembly machines, all of which would be 
numbered in order of erection or use. The list would indicate firms 
from which die parts might be bought. 

The number of man-hours requL^ for erection would be stated on 
each plan. Li order to arrive at a sound figure the Research Depart- 
ment would employ a highly skilled team of building operatives on an 
experimental estate, and this team would set the “ bogey” for eaA 
p lan, together witii a figure representing a feir time rate for less e^ra- 
pnrp/i workers. The optimum size and constitution of the building 
f<»am would likewise be stated. 

Plans of this kind would make possible a new method of wage 
payment in the industry. Just as a farmer sometimes contracts with a 
group of workers to pay tiiem a fixed sum for gatiiering the year s 
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Economic Conditions dbiermining the Total Volume of 
Construction 

The volume of house construction at any given time is determined, 
if it be assumed that constructton will stop when dwellings become 
empty, by the dpinand of householders in relation to the total cost Idd 
on them as tenants. Demand being ^ven, the central factor to consider 
is the “ gross charge ” which the tenant must pay. This " gross 
charge ” is the full amount of the eiqtense to be met by the tenant in 
respect of his occupation of a particular house. It comprises eight 
elements of varybg impo^ce ; (i) rates, together with common 



house rent which may be split into (2) die rate of mterest on (3) the 
initial cost of construction, (4) depredation, (5) repair, (fi) insurance, 
(7) ground rent and (8) scardty raxt if there is no State control of rents 
in a time of housing shortage. Stricdy, the last-mentioned does not 
check construcdon, but itself disappears as construction expands. The 
remaining seven factors direcdy affect the volume of building, and all 
are subject to influence by the State. 

Through research into materials, on the lines just inHirare d, the 
State may substantially reduce four of the items tnenttnn ed : initial 
cost of construction, depredation, repair and insurance. The discovery 
of non-inflammable material for roofs, floors, doors and window-frames 
would reduce insurance to almost nil. The discovery of durable 
material will reduce depreciation and repair. The discovery of cheap 
material wiU bring down the initial cost of the structure. 

The Rate of Interest 

Probably the most important smgle &ctor for the Government’s 
consideration is the rate of interest. The purchase of a house is an 
alternative to an investment in stocks and sl^s. Hence if the rate of 
interest on share capital fliUs, investors tend to put mote money into 
Building } and construction expands until rents M and yield a net 
return equal to the rate of interest. Moreover, when people buy their 
own homes on mortgage, a high proportion of the annud payment is 
interest on tiie money borrowed. If ^e rate is reduced the annual cost 
of buying a house declines and more people invest. 

For these reasons the volume of private house-building is very 
sensitive to the rise and fldl in the rate of interest. The Government is 
therefore provided with a most powerful instrument for affecting the 
fortunes of the Building industry. By lowering interest rates it reduces 
both the “ gross charge ” paid by the tenant of a new dwelling and the 
gnnnal pa ymen t to be met by anyoM who buys a house through hire 
ptuchase. 

The Government can reduce mterest cost either by providing 
cheap money specifically for building purposes — as when it enables 
m imiwpalities to borrow at low rates throu^ the Local Loans Fund 
operated by the PubKc Works Loan Board — or by poUcies designed 
to reduce the general level of interest throughout the country (see pp. 
282-3). Both methods are recommended in these pages. 
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Local rates are a part of the prke, or “ gross charge ”, for house- 
worn, fust as much as a tax on tea Becomes part of the price of tea. 
The hi^er the rates, the less wfll be the effective demand for houses. 
Indeed ff householders in general regard a certain proportion of the 
femily income as their due outlay for house-room, any rise in the 
” gross charge ” caused by a rise in local rates will lead to an exactly 
pwpordonate fall in the effective demand for houses. 

Thus, the diversion of tax burdens from the National Budget to 
Local Authorities is equivalent to a tax on house-room and is a blow 
at the Building industry. Conversely, any subsidy to Local Authori- 
ties for the relief of rates implies a reduction of the handicap to 
Building. It follows that any realistic study of the industry's pros^cts 
calls for an examination of ^e more general finandal issue : national 
taxation versus local rates. 

After the war the problem will arise in an acute form. There are 
two main dangers. One is that the cost of war damage to public 
utilities in ind ustrial towns and ports will be thrown partly on the 
Local Authorities, and will lead to an exceptional rise in rates. The 
odier is that die burden will be shared unequally between depopulated, 
devastated towns and those which have gained in numbers during the 
war. The very areas which it is most urgent to rebuild may have the 
heaviest burdens thrown on diem, so that they can neither attract new 
population nor provide cheap housing. 

The sound soludon, for which preparadons are doubdess being 
made, will be to review the whole problem of local rates immediately 
after the war. There exists already, in the Block Grant, the necessary 
medium for preventing both an excessive rise in rates and inequalities 
between districts. The Block Grant to Local Authorities can be 
merged in size, and it can be newly weighted so that the largest 
subsidies go to those boroughs on which the cost of war damap^ 
mainly fells. 

The War Damage Act, 1941, will assist the spreading of expense, 
and the purpose of any post-war enquiry into local rates will be to 
supplement this Act. 


Ground Rait 

The term ground rent ’ is here used to include not only the rent 
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actually paid to the land-owner of kasdiold land, but also the increment 
of rent which any property-owner can exact for special advantage of 
position. 

There are various ways in which the State can diminisli this fac tor . 
One is by nationalising the land. Thereafter, whenever the State opens 
a new road or otherwise improves the amenities of a district, the 
consequent rise in ground rent accrues to itself. Any actual inpT<»asi» 
in Its receipts could be used for the reduction of rates or the subsidy of 
housing. 

Another way is to improve transport farilirips - This not only 
duninishes the relative advantage of central areas, but substantially 
reduces a further element which might jusdy be included in die “ gross 
charge ” for house-room, namely, the cost of transport to a pl^ of 
work or shopping centre. Great hardship is often caused to families 
compulsorily transferred to new housing estates remote from their 
place of work, inasmuch as the expense of travel is added to a reladvely 
high rent. In any event, a hous^older who is contemplating a move 
to a new district always takes into account any additional transport 
cost as though it were an addition to rent. 

This leads to die further suggestion that the planning of new 
estates so that each contains a well-balanced cross-secdon of industry 
capable of employing all types of labour would reduce mudi semi- 
concealed poverty. Needless to add, it would also make the estate 
attractive and stimulate the demand far mote new houses. 

Although such proposals ate mentioned in relation to the reduction 
of ground rent, they all form a necessary part of the general programme 
of town and country planning. Compact, industtially-balanced 
populated zones, with good transport facilities, established with the 
aid of State-ownership of the land,* are among the prindpal objects of 
any scheme of physical reconstruction. If, as by-product, they yield 
some diminution in the “gross charge” to householders, dat is a 
considerable further gain. 

Subsidies 

At the end of the war, when wages and other costs will have risen, 

* The piecemeat putchase of land — i,*.djepurdiase of tfiose parts ■which ate to be developed 

by the State — coupled with the compieh^^^" development^ ^B^sA ^^voot^ 
{mnwnBatu utal nationalisation of die 1^. 
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tbe cost of building may leap to great heights in view of the relative 
scarcity of both materials and skilled labour. If this happens, new 
construction will be unprofitable to private enterpme unless rents on 
new houses ate correspondingly raised. If householders cannot pay 
the high rents, the private demand for new building will fail. 

In such conditions a subsidy for the reduction of building costs is 
an inescapable social necessity. There is a risk, however, amounting 
almost to certainty unless special action is taken, that State aid will 
itself increase the tendency for costs to rise. The subsidy should 
therefore be made conditional upon certain safeguards. These would 
: (i) the complete control of the State over the prices of 
building materials ; (a) the rationing of materials by district in accord- 
ance with the skilled labour available in each district ; (3) the rationing 
of labour as between subsidised housing and other types of con- 
struction ; (4) a Regulation prohibiting the recruitment of labour 
outside the district, except through the Employment Exchanges which 
would operate under rules ; (5) an understanding that each Local 
Autiiority would adjust its housing programme according to the local 
labour supply as determined by the “ ration for subsidised dwellings 
/>lus new entrants trained locally. The last provision would ensure tbe 
active co-operation of the Local Authority m the Ministry of Labour’s 
firbpm ps for training labour. 


The main task of the National Planning Authority in physical 
reconstruction will be to conclude a National Building Pact with all 
Trade Unions connected with construction, with a view to giving 
guarantees both to the staff of the industry and to the State. Such a 
pact will be rendered exceptionally difficult by the past record of Party 
Government in its dealings with the trade. Vagaries m British policy 
as applied, for instance, to Scotland are shown by the follotmg short 
narrative.* 

In 1919 the Housing and Town Planning, etc. (Scotland) Act was 
passed, whereby the onus of meeting the shortage of houses caused by 
the slump in building before and during die war was placed squarely on 
the shoulders of the Scottish Local Authorities, who were guaranteed 
against any loss m excess of the proceeds of a local rate of four-fifths 
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of a penny in the £,i. The Housing (Additional Powers) Act, 1919, 
further authorised the pajment of a subsidy of £2‘io-£26o to private 
enterprise for each working-dass house built independently of the 
Local Authority. House-building was greatly stimulated by tlus 
scheme, but the subsidy was withdrawn m 1921, in the depth of 
depression. In 1923 the Chamberlain scheme provided for a grant to 
Local Authorities <rf £6 per house per annum for twenty years. In 
1929 the grant was reduced to £4, and in 1934 it ceased. The "Wheadey 
scheme of 1924, which applied only to houses for letting, offered a 
grant of £9 per house per annum for forty years.* This was reduced 
to £3 m 1934, and was finally abandoned in 1935. In justice it may 
be said that this was a period of trial and error, and that the lessons 
learned were reflected in the Slum-clearance Act of 1930 and in the 
Act of 1935 which was deagned primarily to deal with overcrowding. 
The subsidies payable under the Acts of 1930 and 1935 were assimilated 
under that of 1938. Probably this more recent legisladon will form the 
main basis of Government action in the coming period of rebuilding. 

Change in the form and amount of housing subsidies is not 
necessarily in itself undesirable. The essential is that all changes 
should be in accordance widi a long-term, concerted national plan, 
and that the subsidies should accompany a comprehensive pact widi 
the building trades. A logical proc^ure would seem to be for the 
Government to decide, first, the magnitude of the intended housing 
programme for the ten years following the war — a programme rising 
to a plateau at the end of about four years. From tiiL decision an 
estimate could be made of the minimum labour force requited to 
accomplish the programme, the proportions for the different trades 
bong duly notrf. The Government would then offer the Trade 
Unions a ten-year guarantee of employment at the levels indicated, on 
the understanding that the Unions would co-operate in the training of 
labour and in transfers from one building trade to another if methods 
of construction changed. A further stipi^tion would be concunence 
in the review of building wages by tiie Price-Fixing Board. 

Thereafter the Government would regard subsidies as the main 
lYipanfi of fulfilling its own share of the barg^. Basic subsidies for 
glnin rlearanrt* migh t be established, similar to tiiose evolved in Ae 
latter part of the peace interval, supported by variable subsidies 

• Hie grant was fy tor urban areas and as mudi as £12: los. for rural areas. 
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designed '» regulate the total volume of working-class housing. It 
would be necessary to announce changes at least twelve months in 

mediods of maintaining the volume of building at the 
guaranteed level would include the adjustment of the plans of Local 
Authorities to absorb any surplus of labour arising in their district. 

By preserving a low rate of interest the Government could, as 
noted, powerfully stimulate the private demand for new construction. 
In the Govemmeni^s aim would be to produce a continuous 

and universal tendency towards expanding demand and scarcity of 
labour, and to prevent this from leading to increased costs by the 
rationing of labour. The rationing would be effected through die 
Ministry of Labour in consultation with Trade Unions and Employers' 
Organisations, and any attempt to evade the control through die offer 
of special inducements to unauthorised recruits would be heavily 
penalised. 

The Outlme of a Programme 

The chief measures recommended for adoption before and after 
die Armistice may be drawn togedter here m conclusion. 

Before the Armistice 

(1) The scheduling of all kid to be safeguarded from further 
building. 

(2) Dedaration of the principles of the national master plan. 

(3) Announcement of ie Government’s part m the physical plan : 
e.g. the construction of trunk roads, new- bridges, electrification, 
reclamation, drainage and afforestation j the creation of State In- 
dustries ; State purchase of mines appro aching exhaustion, and 
acceptance of responsibility for the introduction of odier industries 
into the mining area. 

(4) The announcement of the intended system of h^nsmg sub- 
sidies ; the revival of slum-clearance grants as a permanent badc- 
ground ; and the ofer of a kge subsidy for houses completed in 
^rdance vrith Local Authorities’ plans within two years of the 
Armistice. 

g A statement of all further conditions for the receipt of grant. 

(6) Preparation of Local Authorities’ plans, and their endorsement 
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by the central Authority, so that work may be started as from the 
first day of peace. 

(7) The preparation of labour training schemes jointly by the 
Ministry of Labour and each responsible Local Authority with the 
co-operation of Building Trades organisations. 

( 8 ) The signing of a National Building Pact between the Govern- 
ment and Building Trades Unions, guaranteeing, on the part of the 
Government, an assured volume of constructional work for not less 
than ten years, and on the part of the Union, the necessary degree of 
labour dilution and transfer, the avoidance of restrictions on output, 
and the acceptance of review of Building trades’ wages by the Price- 
Fixing Board as final arbiter. 

(9) The preparation, by the Ministry of Supply, of plans for a 
swift increase in the production and import of buU^g materials. 


After the Armistice 

(10) The chartering of special fleets for the import of timber and 
other essential materials. 

(11) The launching of all Local Authorities’ plans, supported by 
Government subsidy. 

(la) State provision of capital, especially to small municipalities, 
at low rates of interest. 

(13) State provision of capital, to supplement that supplied by 
Building Societies, to approved building fi^ engaged in furthering 
the Local Authorities’ ph^. 

(14) State purchase of all land scheduled for development by 
pubUc enterprise. 

(15) The continuance of the wartime system of rationing of 
building labour, special preference being given for the erection of 
subsidised houses. 

(16) The organisation of training courses in the Services, pending 
demobilisation. 

. (17) Revision of Block Grants to Local Authorities to distribute 
equitably the burden of reconstruction, and to keep down rates. 

Permanent Measures for Reducing Costs 

(18) Complete control by the Ministry of Supply, and later by the 
Board of Trade, of the prices of building materials. 
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CHAPTER XVm 
Agriculture * 


The fortunes of Agriculture are linked with the efficiency of the 
entire productive system, and no setting is too large for the grlivp ia f,. 
examination of diis industry. There are undoubtedly problems peculiar 
to Agriculture itself, such as that of parcellement on die Continent, or 
over-production due, say, to high seasonal yields of coffee in Brazil 
or of cocoa beans in West Africa ; but the main economic problems of 
diis industry are die same as diose which disturb the economic system 
as a whole : die failure of consumption ; the divergence of ng rimltiiral 
and industrial prices ; the shrinkage of markets, world-wide over- 
supply and substantial changes in the terms of trade. 

Furdiermorc, it is impracticable to examine the problems of 
Agriculture in Great Britain apart from those of food production in 
all odier farming lands. The destinies of British producers are bound 
up with sudi large happenings as the transition from agriculture to 
industry in the U.S.S.R., the increase of population in India, China 
and odier agricultural countries, advances in farming technique on the 
American continent, co-operative developments in Denmark and 
rainfall in Australasia. Most important of all factors is the tendency of 
Agriculture in every part of the world to burst the bounds of its 
markets, dirough lac^ of plarmed expansion and planned consumption. 
Thus, die only satisfactory opening to the discussion of post-war 
farming in Great Britain is to attempt some forejudgment of probable 
conditions arising in Agriculture in the world as a whole. 

The first few monAs of peace will wimess conditions of scarcity , 
bordering upon famine in the devastated zones. Even mainly agri- 
cultural countries like Poland will be in wan^ owing to the destruction 
of breeding stock and the general denuding of the fields and lack of 
seed, fertilisers and agricultural machinery. The same may be true of 
western Russia, large tracts of China and other lands wMch the war 
may yet blast. 

> This outline is based on a memoiandum by Mr. M. Compton. It owes much to Mr. Colin 
Clark’s work on TAt duuStim ofEeeaamk Pngftu, from which certain central ideas ate drawn. 
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policy may be prepared well in advance. In Centt^ Europe, Ch^, 
&d other lands where the sofl has be^ pmcelled out pnerauon 
bv generation till it can no longer be worked widi anythmg but a hand 
implement, there is special opportunity for starting a new era of 
cultivation on the basis of reorganised farmsteads. 

It will be easy to miss the opportuniiy unless plans are tully pre- 
arranged. Immediately after the Armistice there wiU be a general 
scrai5)le to press men back on the land, so that they may begin 
cropping at once by any methods they know. Inevitably they will 
return to the old ways. In six months the entire forming system 
may have become set in a pre-war mould, and yet another revolu- 
’ non may be needed to change it. ^ 

There ate two feirly simple and comprehensive means of preventing 
a permanent reversion to primitive ways. One is to nationalise the 
land. This will make possible at any future time the gradual re-fodng 
of fiirm boundaries to form the best units of cultivation. The other is 
to ogtaWisVi national food-marketing Boards which will purchase, on 
yVialf of the Planning Authority, ^ food for sale to the people. In 
buying, the Purchaang Board can always stipulate what quality it 
will buy. Since the quali^ depends on methods of production, the 
Purchasing Board has thus at its disposal the means of progressively 
imposing modem methods. 

It is strongly recommended, therefore, that the procedure in every 
country in respect of the period of “ succour ” following the war 
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® technical agricultural committee forthwith on 
. behalf of each nation to determine the principles of cultivation 
most suited to its land and people. 

(2) The nationalisation of the land. 

(3) The formation of Government-controlled Purchasing Boards for 
buying and distributing all &nn produce. 

(4) The provision, by the United States, Great Britam and other 
creditor countries, of international loans at low rates of for 
the restoration of devastated areas. 

(5) The use of the loans not only for providing stock, fertilisers, 
machinery and materials, but also for enco uragin g foe adoption of 
radically new methods of farming. 


Tvfo Years Later 

Prima facie the rehabilitation of all war-ravaged agricultural 
countries on a footing of increased efficiency would seem likely to 
raise serious problems of international over-supply. When it is 
recalled that about 70 per cent, of foe world’s working population 
is engaged in agriculture, it might appear that great improvements in 
the technique of cultivation would bring disaster on many unwanted 
producers. 

Consideration of certain post-war trends confirms fois expectation. 
During the first twelve months, foe dearth in some parts will provide 
full inducement to the great food-exporting countries of North and 
South America and Australasia to expand their output to at least 
pre-war level. Further, foe United IQngdom, the Scandinavian and 
Balkan countries and others which have been under blockade, having 
expanded their food production during the war, will likewise be justi- 
fied by imoipHiafg post-war conditions in maintaining their new high 
level. If to the enlarged output of these nations the harvests of those 
regions whose devastation has caused famine are later added, a great 
surplus will flood over the world — so it would seem. 

It is to meet this future problem of relative abundance that compre- 
hensive planning is most imperative ; and foe first stage is to discover 
foe principles on which such planning should be founded. 

Tie Poverty of the World 

At the outset it must be asked, In what sense can the abundance be 
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reearded as real ? CJearly this question must be considered in relation 
to^fact that the world, taken as a whole, is miserably poor. Accord- 
ine to Colin Clark’s estimates in The ConJitions of Economic Progress, 
the average annual real income per head is but 500 international units 
or less for 81 per cent, of the world’s population, an international 
unit being the amount of goods and services which could have been 
purchased for one dollar in the United States over the average of the 
1925-34. Much of the poverty arises from the failure of 
densely populated a^cultural nations to provide even the bare edible 
necessities of life for themselves. Were they to produce more, this 
would in no wise increase the world surplus if they discovered the art 
of distributing it to their own people. 

While tiiere is no unique relationship between the density of the 
agricultural population and productivity per head, a short statement 
will reveal the general portion and prepare the way for the later 
of output in relation to an assumed optimum diet. 


DBNstrr or Aomoiltiihal PoraunoN anb PaoDUcnvirr vbb. Hbad (LU.) * 



* See Claik, op. at. p. 246. 

t AKaofpasmienotieiwided. Assumed to be five tinies the a»a of arable (the nUoibund 
in Aigentine and New Zeeland) in Aiutndia. Canada and Uiuguay. For U.S JL crops and 
pastuK are assumed to cover ime>lia]f the to tal area of the countcy. 

One male worker in New Zealand, Australia and the Argentine 
produces suflSdent for an optimum diet reckoned at 60 1 .U. per head 
for 40, 25 and 20 p^ons leqjectively. In reality, on the average, more 
than this optimum is consumed in those countries. But it can be se en 
that a relatively small labour force is required to meet their own wants ; 
and after that the remainder is available for export. Similar figures for 
Uruguay and U.SA. are 17 and ii respectively, while for Poland, 
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Japan and Russia the figures are reduced to 3, 2 and less dian 
2 respectively. When it is remembered that the ratio of workers to 
population m most countries is about 40 per cent., it is clear diat for 
numerous people a diet well below optimum is at present iheir lot. 

So long as such dire poverty persists in the most crowded 
the planning of Agriculture can never justly be founded on restriction! 
Rather, the true policy is to improve the standard of food consumption. 
And the object of enquiry is to discover, in the first place, by what 
processes the standards of agricultural countries themselves can be 
raised. 


Briefly, the problem of Agriculture is here construed as mpaning 
that of providing everyone, in peasant lands especially, with the 
equivalent of an optimum diet of do international units. 


The Method 

A major part of the solution is for such countries to change over 
from agriculture to industry, manufacture and the provision of services. 
This general remedy in flict underlies all the measures, national and 
international, proposed in this chapter. It is a remedy involving the 
attempt (a) to withdraw surplus population from Agriculture, to 
farm ^e land in larger units with more machinery and fertilisers, (c) to 
increase the eflidency and output of Agriculture and (d) to disu^ute 
farm products in larger quantities to both industrial and agricultural 
workers. The policy is typified by the transition developing m the 
U.S.S.R. ; and it is worth noting that in this case the above objects 
have been partly gained together with a marked (Sminution in the export 
of grain since 1930, a conation benefidal to certain other countries. 

The reasoning which support this central proposal is suggested 
by statistics showing the proportion of workers engaged in primary, 
secondary and tertiary industry in the different countries. Primary 
industry covers agriculture, forestry and fishing. Secondary industry 
comprises m anufacturing , mining and building. Tertiary industiy 
includes the provision of serytces of all kinds, together with com- 
merce, financOj communications and transport. It is noticeable that 
the wealthiest countries invariably show a large proportion of their 
populations engaged in tertiary industry. This is true even of nations 
like New Zealand, which have been regarded as belonging essentially 
to the of primary producers. 
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Phoportion of Population Employed in Primary, Secondary and 
Tertiary Sidustby 




Induitriei | 

per Read, 1995-34 

Pri^. 



U.SJL . . 

1368 

19-3 

31*1 

49*6 

Caiuda 

1337 

34-S 

23*2 

42.3 

New Zealand 

iloa 

ari 

24*2 

48*7 

Great Britain 

1069 

6-4 

43*9 

49*7 

Argentine . 

1000 approx. 

22*6 

43*0 

34*4 

Australia . 

980 

24*4 

29*4 

46*2 

Fiance 

d84 

2y*o 

39*7 

31*3 

Germany . 

649 

24*3 

38*5 

372 

Japan 

3S3 

So-3 

19*S 

30*2 

Poland 

3S» 

6 i ‘6 

i8‘0 

20*3 

Italy . 

343 

42*9 

31*1 

26*0 

U.S.S.R. . . 

a8s 

74*1 

'5*4 

lo-s 

India. . . 

no 

62*4 

14*4 

23*2 


From the above table' it is seen that in the United States, Great 
Britain, Australia and Netv Zealand, where income standards are high, 
nearly 50 per cent, of the people are engaged in tertiary industry, though 
the proportion in primary industry varies enormously. The lower 
half of the picture indicates die position in less wealthy countries, 
prompting die deducdon that it is in every country’s interest to 
-associate agricultural development with a conriderable expansion of 
tertiary production. 

Certain incidental gains from transferring workers from Agri- 
culture, 'u^hedier to industry or to the professions, may be mentioned. 
Such trailer -will increase die output of manufectured goods and 
professionahservices, thereby affecting the “ terms of trade ” when 
farm produtAare exdhanged for such goods and services. During the 
peace interval we chief cause of the sufferings of agricultural countries 
was that the pn^ of their exports dipped fer below the prices of 
manufactured go ws, so that exchanges with other countries were mad e 
on poor terms. secondary and tertiary production is everywhere 
extended, agricultural lands &re better. 

^ Furthermore, ferra. prices largely determine farm wages ; and an 
initial step towards rais^g the diet of the land community itself to the 

‘ Clark, op. at. p. 179. 
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optimum level of 6o intematioMl units is to adjust farm prices. The 
disparities between land-workers’ wages and those paid in towns are 
notorious. In Great Britam, Germany, Holland, ^Switzerland, Scan- 
dinavia, Czechoslovakia and elsewhere, agricultural wages in peace- 
time have been little more than half the rates paid to urban workers. 
In Canada the proportion has fallen as low as one-fourth. If the 
stated view of economic progress is valid, it is unsound to seek a 
remedy for these wage disparities otherwise than by arranging for less 
relative employment in Agriculture, so that a gri ailtiiral prices and 
wages may show a relative improvement. 

Farming Techmqwt 

To withdraw workers from the land will be of litde avail nn1<»sq 
it is accompanied by improved husbandry. Some statement of possible 
methods of raismg e^ency on the l^d is therefore necessary to 
complete this sketch of the aims in view. 

The various lines along which Governments mi^t promote 
advance include the following : 

{^Ruearck, and the application of the known results of research—- 
Accordmg to the report on World Agriadture by the Royal Instimte 
of Litemational Afiairs, “ If it were possible to help invididual i&rmers 
even in the more advanced countries to apply in their daily work the 
results of the research already accomplished, there would be a revolu- 
tion in agriculture ”. How much more, then, it seems reasonable to 
ask, might not the less advanced countries profit ? 

(2) The formation of Purchasing (JDistribudoni Boards. — ^As noted 
earlier, a Purchasing Board in the bands of the Planning Authority 
can be a means of tactfully obliging fermers to adopt specified methods 
of production. However, its ^ef purpose is to secure the reduction 
of margins. The efficiency of Agriculture includes the efficiency of 
distribution of its harvests. It is the ultimate price to the consumer, 
covering not only the farmer’s return but also the costs of transport and 
insurance, and the margins exacted by agents, wholesalers and retailers, 
which determines the extent of the consumer’s purchases. There are 
grounds for believing that orderly distribution by the State would 
bring advantage to both consumer and producer. 

(3) The re-allocation of farmsteads.— small-scale intensive 
farming may be justified in certain conditions, it calls for most cridcal 
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Effective planning, therefore, might call for a system whereby the 
Federal Government would itself produce the machinery in State 
factories for loan to responsible individuals in villages and small towns. 
International aid might take the form of loans of capital and sV;11a>< 
labour for setting up die factories. 

To yet another country, Japan, it would be desirable to offer a 
quite distinct form of aid. Japan has for many years been adopting the 
policy here outlined in order to secure a rising standard. Labour has 
moved in a steady stream from Agriculture to industrial, commercial 
and financial occupation, and now Japan is an exporter of mgrpTianriiy^ 
while receiving a considerable net import of “ grains, flours, smrrliw; 
and seeds Moreover, diere is ample local capital to sustain further 
development. Tiie bottle-neck in this case is raw materials. 

Every country’s economy is unique, and the planning of inter- 
national aid will inevitably proceed from a study of the traditional 
growdi of each country’s industry. If the study is directed towards 
die joint tasks of raising farming efficiency and expanding alternative 
trades, die most suitable form of foreign aid will become apparent. 
Sixty or more separate enquiries will be needed. 

International Planning of Consumption 

A financial problem emerges at once whenever a production 
problem has been solved. Financed capacity to produce calls for 
enlianced capacity to consume ; and this in turn involves elaborate 
fiscal and monetary measures for raising consumers’ incomes. Where 
die market for the increased product is world-wide, as in the case of 
agricultural output, the financial planning will also need to be world- 
wide. 

The urgency is again emphasised of convening an Intemarional 
Conference to organise a complete chain of national plans designed to 
raise consumption. Four stages are involved in the planning. First, 
it will be necessary to determine the optimum diet for each country. 
Secondly, the task of reorganising Ae country’s a^culture and 
industry, to make such a diet physically attainable, will iieed to be 
considered. Tliirdly, while measures to this end are being set in 
motion, it will be necessary to lay down an immediate practicable 
minim um standard of living* for the country’s population this 

« /a a teaU of mlnJmum standard*. See pp. 39^-^- 



minimum being based on the country's existing capaaty to produa. 
Fourtfaiy, two aspects of the financial probl^ will arise : (a) 
devising of budgetary measures for raising aU low incomes to the 
approved minimum standard j (b) the raising of other incomes until 
the national total of income yields a volume of consuming power 
adequate to absorb all that the countr/s land and plant can produce 

when labour is fiiUy employed. . , , . 

These are, of course, not the sole objects of mtemational plannmg ; 
they are the features most intimately affecting Agriculture ; and it will 
be the purpose of Volume II to consider the combining of the various 
tasks into a coherent scheme. 


Great Britain's Part 

The t««aitinn ftom agricultural work to other employment has 
proceeded further in Great Britain than in any other land ; hence, the 
emphasis for this country will rest on the two remaining aspects of the 
world programme oudined : increased efficiency of Agriculture, and 
the raising of standards of consumption. 

Two recent e ngnmea deal with diese facets of the question. The 
invBs rigaiinn carried out by a group under the leadership of Viscount 
Astor and Mr. B. Seebohm Rowntree sets in the forefront the develop- 
ment of a national policy of improved nutrition. Technical efficiency 
on the land is the main concern of Sir A. Daniel Hall in his personal 
research, the results of which are published in Reconstruction and the 
Land, issued in 1941. An outline of his recommendations may be 
^ven first. 

The central proposal is State acquisition by purchase, at prices 
governed by Schedide A valuation, of all land lying outside the juris- 
diction of the city, borough or urban district Authorities. This 
recommendadon is based purely on the need for enabling the State, as 
the Authority responsible for giving vast subventions to Agriculture, 
to spend the money economically and in such manner diat the efficiency 
of Agriculture itself will be enhanced. The chief points in the argument 
for land nadonahsadon are that (a) private landlords as a elagg have 
nddier the will nor, in general, the capital to undertake development 
on a la^e scale j (b) the most important types of development, such 
as altering ffie consdtudon of the soil, drainage, reclamadon, rlparing 
and recondidoning, cannot be carried out economically except on a 
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thoroughly comprehensive scale over areas defined by the natural 
features of die land ; (c) the system of subsidies, whether for the 
drainage or other improvement of the land or for direcdy aeeiering 
formers, is unsatisfoctory inasmuch as it tends to confirm formers m old 
ways of husbandry, and implies the partial subsidy of landlords, the 
State being rarely in a position to recover any of its capital ouiy ; 
(d) the State as landlord could effect a progressive redistribution of land 
into more economic units permitting the use of machinery and large- 
scale methods j (e) it could control the use made of the land and 
eliminate the bad former who destroys the fertility of the soil. The 
author gives much evidence indicating that the proper treatment and 
reconditioning of British soil would raise its productivity to a degree 
hitherto scarcely conceived, and would bring mto cultivation large 
tracts which have formerly been waste. 

As regards the administration of the land, the proposal in Recm- 
struedon and the Land is that two agencies should be employed. The 
State-owned territory should be administered in the first instance by 
the Commissioners of Crown Lands — already the largest land-owners 
in the country — on their present methods through approved firms of 
land agents. But the work of developing, draining or reclaiming land 
should be done by a body unttammeUed by political pressure or Civil 
Service method, a British Agricultural Development Corporation under 
the control of men of business experience or other qualification in the 
sphere of engineering, forming, or scientific or tecbiical knowledge. 
In the projected scheme, this Corporation would be financed by the 
Treasury, and therefore subject to its audit and control ; but the 
Corporation would have autonomy in its conduct of business and 
finanrv*. Hav ing leased certain areas from the Commissioners of 
Crown T andc^ it would divide the land into economic units and proceed 
to develop and reorganise it for fomung under modem conditions, 
later returning the land, as a rule, to die Commissioners. 


Markedng and Distribudon 

A further series of proposals from the same source relates to the 
distribution of farm products. The wartime scheme for milk distri- 
bution, however, will give effect to much that has been suggested, and 
tbig State grbpmp^ announced in June i94^> is therefore the best point 
of departure for further discussion. 
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Briefly the is that the Minister of Food shall rationalise 

the marke^g, transport and delivery of milk with the aid of the Milk 
Iferketinor Board. The Board is to purchase the milk &om producers.* 
The Minfeter of Food will then buy the milk from the Board and sett 
it simultaneously to distributors and manufacturers. The pnce paid 
by the Minister of Food will vary according to specified grades — the 
grading system being administered by the Minister of Agriculture. 

^ In selling, the Minister will charge uniform prices for milk, whether 
it be used for Kquid consumption or for manufacture. 

As regards rfistribution, the producer will deliver his milk at a 
co i lprting depot or other destination determined by the Minister of 
Food. From there it will be collected in accordance with a series of 
re^onal schemes designed to eliminate overlapping and cross-hauls. 
Arrangements will be made for pasteurising or brine-cooling. 

Finally, die house-to-house delivery will be effected in accordance 
with g^Viptnwij voluntary where possible, to be drawn up “ with strict 
regard to the economi^ use of transport and man-power”. These 
srlinTTMn; vtiU he prepared by associations of dairymen in each urban 
area, and then sanctioned by the Minister of Food. In the absence of 
voluntary agreement the Minister will impose a plan. 

In sum, under diese general arrangements the Minister of Food 
(a) determines the quality of milk that shall be accepted for different 
purposes, (b) determines the price that shall be paid to producers for 
the diflerent qualities — the Marketing Board, as first recipient of the 
price, being permitted to vary the prices passed on to producers in 
different tenons, (c) fixes the uniform prices paid by the wholesaler 
and the retailer, (d) b responsible for rationalising the system of collec- 
tion and delivery of milk and (e) retains complete control over the 
dbtribution of milk and can direct it to any part of the country where 
it b required. 

Thb scheme would form a pattern for the dbtribution of any 
commodity whi(^ in the first place, can be exactly graded and, 
serondly, has a fairly steady and controllable supply. Eggs and c hees e 
mi^t, for example, be similarly treated. In the case of vegetables, the 
chief diflSculty b that they cannot easUy be standardbed, and e.xcept for 
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potatoes and other particular commodities in great they do 

not lend themselves to organised marketing, otherwise than through 
complete nationalisation. Every agricultural commodity could, of 
course, he marketed in an orderly fashion by the intmfln p rio n of a 
nationd administration to perform aU functions between the collection 
of the product from the farmer to the delivery of it to the manufecturer 
or ret^er. Direct State marketing of this nature would be especially 
valuable in the case of fruit, since it would be the means of fflitninating 
much wasteful cross-transport, while making possible the gnarantup of 
reasonable prices for harvests large or small. Further, if State fectories 
were set up for preserving, tinning, bottling or drying fruit, the surplus 
in bountiM years might be largely saved. 

The requirements in every scheme are : price control designed to 
nanow the gap between the farm price and the retail price ; and, to 
the same end, the avoidance of overlap, half loads and other wasteful 
conditions in marketing and transport. The State’s new plan for milk 
will yield these results in some degree through the voluntary collabora- 
tion of humers and distributors. Where voluntary schemes cannot 
fully meet the need, the alternative of direct State administration should 
be tried. 

Consumptton 

The programme suggested by the group whose findings are 
published by Viscount Astor and Mr. Seebohm Rowntree in Bnmk 
Agnculaa-e has much in common with the foregoing. State purchase 
of land is recommended, but the agencies proposed for reorganismg 
anti developing it are regional Land Improvement Commissions. The 
chief gains from regional control would appear to be that intimate local 
knowledge of the peculiarities of the soil may in many areas be 
imp ortant, and that progress will be accelerated if several expert bodies 
can be simultaneously engag ed in improving farm land. Possibly the 
best solution would be a combination of this proposal with that of Sir 
Daniel Hall — a considerable number of regional “ Corporations 
being constituted with largely autonomous powers after the fashion of 
the proposed British Agricultural Devdopment Corporation. 

The central and fundamental feature of the Astor-Rowntree 
agricultural plan is the evolution of a national policy of improved 
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nutrition The cardinal aim, it is contended, is to stimulate the con- 
sumption of milk (pre-eminently) and of fresh fruit, vegetables and 
eggs These are the “health-protective” foods. And it is in the 
production of these foods that British Agriculture has the greatest 
natural advantage over the fore^ producer. 

The continuance of subsidies for food production is strongly 
recommended, but it is urged that the subsidies should be directed 
to-wards greater consumption of milk and other healdi-protective foods 
than being used to support types of cultivation in which the 
home producer is at a disadvantage. The practice of attempting to 
enlarge the domestic production of staple foodstuflEs sudi as wheat, 
mea^ ba ro n, beet sugar, butter and cheese is considered unwise. But 
the extenave development of grasslands for cattle is emphatically 
approved. It is pointed out that the per capita consumption of milk by 
the British people is extremely low and that, were it increased by one- 
third of a pint per day, this would entail an expansion of natural milk 
output of no less than 65 per cent. 

JBritisk Agnadme after the War 

The conclusion from this brief account of the findings of other 
enquiries may be stated as follows. The keynote of agricultural policy 
in tiiis country should be the deliberate scientific raising of standards of 
diet This demands an approach from two ends. It is necessary to 
cheapen, by subsidy and increased ^dency, die most vital artides of 
food. And it is necessary to prevent the consumer’s pur chasing power 
from failing. Above all, depression and. unemployment must be 
avoided. 

After the war the most profoundly important immediate guarantee 
to be given to the fiirming industry will be a Government undertaking 
to prevent deflation. Next in significance will be concerted measures 
for raising the scale of standards of living and achieving an optimum 
dmt. ^ereafier much can be done for farming through the provision 
M capital by the State as landlord. And the final guarantee would be 
e development of a State system for marketing the products of 
Agii hire, so that a fair share of the price shall remain to the 
producer. 
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Home-Consumption Industries 

There are certain large industries which while differing from one 
another markedly in structure have this important feature in rntnmnn^ 
that they produce consumption goods primarily for die home market. 
Their fortunes depend on the spending of British incomes. The 
method of planning and eiqianding them is throu^ the nadonal plan 
as a whole, thou^ each may be sustained by direct measures for 
enlarging its particular market. 

These home-consumption industries are distinguished from certain 
others examined, such as Engineering, Iron and St^, and Shipbuilding, 
by the hict that they produce little capital equipment. Iliey di£Fer 
from Cotton and Coalmining inasmuch as their overseas trade is small. 
And they are in general more sheltered from foreign competition than, 
say. Shipping. 

The group includes the Clothing industry. Leather Goods manu- 
fecture, Agriculture, Food manufecture, Drink, Tobacco, House- 
building and its auxiliaries. Woodworking, Public Utilities, Inland 
Transport, Distribution, Motor Cars (private) and Cycles, Radio, 
Chemicals, Potteries, Glass, Publishing, Printing and Paper-making, 
Entertainments, Hotels, Laundries, State and Municipal Services, 
Bankir^, Insurance, and Professions of all kinds. In peacetime, 
industries in this group employ approximately three-quarters of the 
total insured worldng population of tiie country. 

More important thai the relative size of the group is that it con- 
stitutes the ** expansion area ” in any national plan. After the war, 
when other branches of economic activity contract, these home- 
consiunption industries must be swiftiy enlarged j otherwise there 
can be no prospect whatever of effective long-term reconstruction. 
These industries form the one main centre of labour ^sorption. 

In the present enquiry it has been impossible to examine any 
nnnsid«»Tab1ft number of the trades concerned, and it is proposed here 
to give illustration from one particular industry which, though small, 
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is typical of the entire group in the sense that its prosperity depends on 
evoy aspect of the national plan. The Carpet industry of die Clyde, 
selected for this purpose, is afiected direcdy or indirecdy by (a) the 


Lomes, (c) the national planning of investment, (d) the system of 
taxation and (e) in some measure, foreign trade policy. 


(a) Placed Plammg 

An outstanding factor aflFecting the Carpet mdustry is the growth 
of housing. More houses call for more carpets, large houses for large 
carpets. Whenever, especially, there is a move from old, dark, con- 
demned dwellings to a new sun-flooded estate, the old scarcely visible 
floor-covering no longer serves. Ilie choice is between no carpet at 
all and a new presentable one. According to one informant, there is 
an almost perfect correlation between carpet sales and the expansion of 
building estates. 

An example of the close connecdon between housing and carpet 
manu&cture is ^ven by the acdon of the Government of Eire in 
encouraging a Glasgow Arm in this industry to set up a factory in Eire. 
The Government in the first place had undertaken the reconditioning 
of counby cottages on a large scale by adding to each a living-room, 
well-built and Iras liable to encroachment by farm stock than other 
parts of the cottage. This addidon soon gained a new digni^r and 
became known as " the room ” ; and its distinedon was then found to 
be incomplete without the further addidon of a carpet. The Glasgow 
firm was brought in to produce the carpets locally, and was granted a 
privileged posidon by the Government. 

Thfa industry is but one of many which are gready influenced by 
physical planning. It belongs to the class including Furniture, Paint, 
Timber, Brick and Tiles, Quarrying and Public Contracting which 
at all times reflects the nadonal development of house and road con- 
struedon. The moral can scarcely be over-emphasised. Whatever 
success the Government may have in stimulating activity through 
physical reconstruction after the war will be at once felt by all the 
above industries. Their fortunes are b its hands. Through them it 
can give employment to many thousands of workers. 

If be.Govemment should decide to use buildbg and co nstructi o n 
as a principal me^ of countering depression, the Carpet mdustry may 
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evm prosper more when others decline than when trade as a whole is 
swinging upward. Such a paradox depends on the weight and vigour 
of the Government’s action. There can be no doubt, however, that 
the Government could, if it would, expand the drpet industry, 
amon^t many others, as part of the means of p lanning “ compen- 
satory ” employment. 


(b) Consumer^ Incomes 

That die growth of housing is not the sole influence affectmg this 
section of textiles is clear from current eiqierience. Despite die slowing 
down of buildmg in 1939 and 1940, the demand for carpets during 
these first war years was surprisingly well mainminpd. Probably the 
explanation is that when wages and other incomes rise, as they have 
done in Glasgow,, one early use of surplus is to enliven the home. The 
Carpet trade benefits. In general, therefore, the object of planning 
should be a combination of two aims : the promotion of housing, 
together with a strong reinforcement of rising incomes. 

Examples might be multiplied shovdng the virtue of direcdy 
associating an increase in consuming power with physical planning. 
The Publishing, Printing and Paper trades will gain most when the 
erection of schools, coUeges and libraries is supported by &mily 
incomes yielding a margin for the purchase of booL. Railways and 
Road Transport prosper when the building of seatide hotels, amenities, 
camps and places of entertainment is accompanied by holiday grants. 
The Motor industry is favoured by good roads and comfortable 
salari^^- T eat^hpi; and Boot and Shoe manufacture, Qothing, Textiles 
and Sports Outfitters will realise considerable advantage when the 
laying-out of new playing-fields is supported by ample allowances for 
c^dren and schools. 

In economics the vital truths are the platitudes. Let the people 
spend. Therein lies salvation in the form of health and abundance of 
every physically sustained value in life, together with success in the 
main enterprise contemplated here : the conquest of unemployment. 

(c) Nadond Investment 

The theory of the " multiplier" which held attention for some 
years before the war is an abstract statement of a truth which every 

inhabitant of Glasgow knows through harsh experience. The theory 
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indicates that when there is a rise or feU in investment, the ultimate 
total effect on employment, due to the continuing repercussions of 
may be two or three or mote times greater than the mitial 
direct effect The chief way in which this finds expression on the Clyde 
is through shipbuilding. Severe depression in the shipyards seems to 
cast paralysis over an area holding nearly one-third of the people 
of Scotland. A revival in shipbuilding brings equally widespread 
recovery. 

The local Carpet trade is directly influenced by shipbuilding 
through the demand for special-quality goods for the floors of luxury 
UnArQ- Furniture, Painting and Decorating and the Chemicals in- 
dustries similarly gain from passenger-ship construction. Doubtless, 
however, it is flirou^ the increase of wages and demand over the 
whole area of the Clyde, whenever ships of any description are being 
extensively built, that these home-consumption industries prosper 
most. 

It follows that if, in the post-war plan, a new stability can be 
imparted to the various capital-equipment industries — in particular, 
Shipbuilding, Factory-building, Engineering, Iron and Steel and 
Public Worib — the planning of all home-consumption trades will 
be much simplified. The Government will be faced no longer with the 
need for compensating extravagant fluctuations in investment ; its 
sole task will be to plan and expand the demand for consumption goods 
by a steady rise in the standard of living. 

(d) Taxation 

In the course of enquiries into the Carpet industry, a point was 
raised concerning the adverse effect of ill-considered tavafinn on 
business incentive. The particular issue was somewhat specialised : 
namely, tax discrimination against private partnerships. However, it 
affor^ one illustration of the need after the war for an exhaustive 
examination of the British tax system from the point of view of its 
effect on mdusttial motive. 

The argument relating to private partnerships runs thus. One 
chief weakness of mdustry at the present time is lack of enterprise 
among fetors, who are aided and encouraged to take responsibility 
hghdy by the existence of limited liabiUty. In a limited company the 
personal stake of the directors is often not considerable enough to 
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compel them to be truly active and concerned. There would he much 
less inducement to form limited liability companies were it not that 
private partnerships are penalised by the Government. The chief 
penalty is the taxation of income at the source in such a way that 
private partnerships pay more heavily than Umited liability co m panies, 
especially in respect of surtax. The way in which tlus comes about is 
as follows. Most efficient firms make reserves for depreciation and 
obsolescence in amounts much exceeding Government allowances. 
The firm is taxed on die excess amounts as though they were profit. 
Li the case of a limited liability company, the taxation of such excess 
amounts is limited to ordinary income tax, and the remainder of untaxed 
income is passed on to the dividend receiver. If the dividend receiver 
is subject to surtax, he pays surtax only on the dividends recdved. In 
the case of private parmerships, however, the surtax-payer would pay 
surtax on the whole profit, including the disallowed-depreciation part 
of it. 

The result is that when a parmership reaches a certain size it tends 
to abandon its legal status for that of a limited company, and in so 
doing paves the way for later inheritors of the business to control it at 
their ease. 

It may be added that depreciation on buildings is not allowed in 
any industry as a charge against profits for computation of liability to 
tax. For every amount disallowed, it is necessary to set aside three or 
four times the amount of profit (if taxation is two-ihirds or three- 
fourths) in order to make provision for the depredation. Similar 
heavy charges are involved for meeting every item disallowed, what- 
ever its nature or purpose. And in view of this, firms may be almost 
coerced into making seriously inadequate provision for repair, replace- 
ment, depredation or obsolescence. 

It is said that, in the United States, machinery and other plant are 
replaced at a much more rapid rate than in this country. If this is a 
hudicap to British industry there might be value in comparing the 
two revenue systems to discover wheffier the meagre allowances for 
depreciation and obsolescence in the British system are a serious 
impediment to swift replacement. ' 

Such thn n ghfs lead to a much broader problem. After the war, 
taxation will inevitably rise above pre-war levels. If the volume of 
VOL. 1 s 
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consumption is to be efficiently planned, the State will require a great 
enlargement of its revenue. Manifestly it is in the interests of producers 
thenaelves that consumprion should be expanded by one method or 
another. But if this is to be accomplished partly through taxadon, by 
what means, it may be asked, will it be possible to collect enough 
revenue without striking at the incenrive to produce } 

The problem becomes particularly acute where capital taxation is 
involved. Even before the war, death duties, surtax and income tax 
in the absorbed not much less than lOo per cent, of the 

largest incomes. If there should be an increase through hi^er deatii 
duties or some other capital tax, the aggregate may considerably 
PVfPPil loo per cent, of income. In these conditions it is to be 
questioned whether any financial stimulus remains to the producer 
at all. 

One mediod of preserving incentive, it is suggested, would be 
to make a sharp distinction between earned and unearned capital. 
Advantage to active producers can still be assured if their earned 
savings are partly exempted from ta.\ation. Accordingly it is recom- 
mended that income distinguished as “ earned ” should, as at present, 
he spedally treated for purposes of income tax, and that die cumu- 
lative total of “ earned ” income left to the taxpayer should be partly 
ecempted ficom capital taxation so long as it continues to be represented 
by an increase in his personal capital. 

The method might he made retrospective for a few years through 
die examination of the taxpayer's former returns of income. Purely 
&om the point of view of preserving incentive, it would not, of course, 
be necessary to reward exertions long past. 

(e) Foreiga Trade 

The total value of carpets and rugs “ made for galp ” in 1935, 
according to the Census, was ^^10,900,00x9. Etqiorts amounted to 
3 Ci>778,o 68, or 16 per cent, of this output. Imports wer6 somewhat 
lessat;Ci^i,ii+ 

As regards caipets and tapestries made of wool, 16*7 per cent, of 
production was exported, while the share of the home market held by 
British goods was 88-9 per cent. Such figures are probably representa- 
tive of many trades considered in this chapter. 

Other home-consumption industries which both expon part of 
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their output and experience competition from imports in the home 
market include sundry Textiles, Chemicals, Leather trades, Paper, 
Publishing and Printing, Electrical goods and Motor Car production. 
If a poll were taken among these on die desirability of lowering or 
raising tarife universally, opinion would doubtless be keenly divided. 
One spokesman in the Carpet industry emphasised the great value of 
bringing down American tariffs ; another considered it important to 
keep the Bridsh market clear of dheap imports. A Government could 
scarcely gain such conflicting ends in every sphere of manufrcture. 

The nodon of nadonal planning introduces an entirely new bias 
into the discussion of free trade. In a system of p lanning it is above 
all essendal that the Government should have an assured control over 
die volume of demand. A secure foreign market is more helpful to it 
than a somewhat larger, fluctuating, uncertain for eign marlmt. The 
one can be supplemented by prearranged developments m the home 
market ; the other calls for much more difficult ad hoe adjustments. 

It may be concluded that in any system of planning Governments 
will attempt to secure Arm intemadonal contracts covering a period 
of years, since this policy will yield a solid basis for the nadonal 
plan. Aether through muldlamral or bilateral arrangements, the 
British Govenunent will no doubt attempt to establish long-term 
commercial contracts large enough in the abnegate to finance the 
import of essential raw materials. Its operadons will be simplified 
wherever there exists organisadon covering the entire nadonal export 
of a commodity. Hence the industries which may be expected to gain 
most from the system of planned bulk exchanges are those which have 
developed co-operadve organisadon for eiqtort. 

Through the creadon of Export Groups some industries have 
advanced far in the desired direcdon. The combined wartime experi- 
ence of hundreds of these Groups should enable any one of them to 
organise itself as an Eitport Boarf and to satisfy every requirement of 
the nadonal Planning Authority. The requirements would include 
(i) the ability to present, on beh^ of all firms m the branch of industry 
represented, a list of potential exports, with exact spedficadons and 
prices based on existing costs ; (2) the attainment, by conference, of 
the greatest possible standardisation of commodities for the purpose 
of export and advertisement abroad j (3) arrangements for cheddng 
the actual quality of goods exported to ensure that they are up to 






standard j (4) a scheme for allotting to firms any orders obtained 
through international barter. 

The home-consumption industries are by definition less interested 
in export than others and may be less disposed to co-operate for 
securing foreign sales. For this reason it may be all the more urgent 
for the Government itself to promote orgamsation in these industries 
for ihe furtherance of national export planning. 


The Broad Issue 

To give such brief space to those industries which are directly 
responsible for the welfare of three-quarters of the citizens of Great 
Britam, provide the entire population with much of its basic needs, and 
form possibly die sole instrument whereby die Government can re- 
absorb labour into employment^* may be misleading. The brevity 
should not be interpreted as implying unimportance. These industries, 
in truth, constitute the most vital mechanism of the national plan. 
Thty can be expanded to any degree desired — that is, to an extent 
governed only Ity die labour resources available. They can be enlarged 
to compensate die inevitable contraction of Engineering, Iron and 
Steel and Shipbuilding, and the probable decline of the extractive 
industries. Unless they are so enl^ed there is litde else that can be 
done to provide openings for the rest of industry’s discarded forces. 

The reason for the brevity is that there is no intricate economic 
problem to examine. The health treatment for all the industries con- 
cerned, and through them for the entire industrial body, is adequate 
physical planning combined with adequate finance for raising con- 
sumers’ incomes. If space allowed is deemed to be an index of relative 
importance, these words should be written over two or three hundred 
pages of tile book ; for they contain the essence of all that is most 
significant in economic p lanning. 

■ separate chapters have been devoted, ate included 
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The Banks* Part 

Banes are the mstrument of swift action in planning. Through the 
Clearing Banks, in particular, the Government can raise cnnsnming 
power immediately in a aisis, provided diat it has developed in advance 
a permanent scheme of co-operation with tiiese institutions. It is the 
purpose here to outline one scheme, of which there may be many 
variants, for attaining this end. 

The reasoning on which the scheme is based may be rehearsed as 
follows. The Banking system is the source of money. Whoever takes 
acceptable security to a bank is accorded the right to draw cheques ; 
and these cheques can be circulated as money or exchanged for notes. 
The bank thus transforms *’ the security into money. The total 
money supply in the country depends on how much security is m thb 
way transformed. 

The Government itself can augment the supply by lod^g security 
with the banks and drawing out money for makh^ payments. If the 
Government increases the total amount of security held by the banks, 
it creates an addition to the total volume of money, and in no way 
diminishes the amount held and spent by private citizens. Hence the 
Government can at will both gain command of a fresh quantity of 
money and with it increase total consumption. 

There is no limit to this process un^ the desired result has been 
secured. The Government can go on using new money to increase 
consumption until producers of consumption goods are for the most 
part- working to capacity. Every increase in consumption tends to 
decrease unemployment. And unemployment can be progressively 
reduced till the only industries with a labour siuplus are those which 
have at gnm** timft undergone exceptional, or disproportionate, 
expansion. 

The snViPfTip of Govemment-and-Bank co-operation proposed 
below is hot primarily designed to deal with residual unemployment 
in such industries. It is put forward chiedy as a vehicle of wide 
1’nfliw. nrA and rapid effect. After the war there will doubdess arise 
*77 
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occasions when the whole range of industry is threatened with imminent 
collapse. In sudi emergencies there is need of an infalUble plan to 
defeat mss unemployment ; and it seems that the banks can provide 
such a plan. 

The first step in enabling the banks to become powerful allies of 
the Planning Authority is to make their security absolute, so that th^ 
may pursue any socially needful policy without the least threat to their 
own stability. For many years the strength of the British Bankmg 
system has been beyond question, but its firm position has been won 
partly by a rigidity of practice and regard for tradition which if con- 
tinued in the future might impair its contribution to a national plan. 
For pvamplpj past insis tence on liquidity has compelled the banks to 
hold assets having an extremely low yield. This, in turn, has obliged 
them to exact a compensatory high return on advances to constructive 
industry. The same demand for liquidity, together with the need for 
assets of unchanging capital value, appears to have imposed a limit on 
the hanks’ power to buy securities with a view to lowering the long- 
term rate of interest. In general, Banking policy has been marked by a 
degree of caution which, while being advis^le so long as there remains 
the slightest risk of a bank’s Mure, is out of place when the rbk has 
been permanently removed by Government action. 

Several different devices nught be invented for making the security 
of the Banking system absolute. The proposal below assumes the 
continuance of certain private-enterprise conditions : in particular, 
the retention of the profit motive, and the maintenance of the existing 
commercial banks as separate joint-stock institutions. 

The central feature of the scheme is the issue, to banks only, of new 
Govenunent securities which might be termed Treasury Par Stock. 
This Stock would be redeemable at par on the request of any hank with 
the consent of the Planning Authority. There would be an under- 
standing that in the event of any emergency in which the note supply 
of the commercial banks was proving inadequate to meet the pt^lic 
demand, the Treasury Par Stock would be redeemed. The effect of 
die redemption of any Government Stock held by the commercial 
banks is to reduce "public deposits’’ at the Bank of England and 
increase bankers’ deposits, so that the commercial b anks automatically 
find diM reserves enlarged and can thus command more notes. 

This Par Stock might be ranked third in order of liquidity in the 
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commercial banks’ balance sheets ; but for practical purposes die Stock 
would dispose permanendy of the problem of liquidity. It would be 
issued to commercial banks in proportion to their average deposits for 
the past half-year, die distribudon being adjusted at the end of each 
half-year. And it would be distributed m sufficient quantity to form a 
substantial liquid reserve. The aggregate amounts would, however, 
vary from time to time accordbg to the Plannmg Audiorit/s need of 
Baxik credit. 

The rate of interest on the Par Stock would be determined half- 
yearly, and would be such as to ensure that the aggre gate profit of all 
the commercial banks in the country would remain a fixed proportion 
of their aggregate paid-up capital. In other words, it would safeguard 
die Banking system as a whole against loss, though it would not 
interfere wiffi a possible rise or fall of profits in different banks resulting 
from changes in relative efficiency. The rate of aggregate profit to be 
assured to the banks would be die rate current before the introduction 
of the scheme. 

The cost to the Government, being the aggregate interest on the 
Par Stock, would thus depend on the extent to which the Government’s 
botiowmg increased the net expenses of the banks. If the new Stock 
were to take the place of other liquid assets fixim which the banks were 
deriving a low rate of return, the interest on the Stock might be even 
lower than this rate. For instance, if " money at call ” and short-term 
bills were no longer so urgendy needed by die banks, the rates on these 
might be increased, and although fewer of such assets were being held, 
the aggregate return from diem might not fall much. The amount of 
the small reduction in aggregate return would be the amount payable 
on the Par Stock. 

If, however, the Government’s borrowing caused a corresponding 
pvtpnsinn in the total loans made by the banks, the cost to the Govern- 
ment would be the Tnarginal cost of bank accommodation. This would 
include die deposit interest on new deposits resulting from the Govern- 
inent’s loans j>&ts the annual cost of extension of bank services and 
premises. Since the general growth in a bank’s custom involves the 
pxpaTisinn of equipment^ personnel and buildings at those of its mani- 
fold branches which are at the nuurgin of enlargement, the appropriate 
cost of such pvpansin n would be included in the marginal cost which 
the Government would have to pay. This expansion cost, comprising 
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extra salaries, and interest and depreciation on the additional capital 
outlay, would seem likely to be feirly constant per unit of new custom. 
It would amount to substantially less than the average rate of return on 
all the assets of the bank. Probably it would not much exceed i per 
cent. 

The exact rate payable on the Par Stock could not be estimated in 
advance without rrference to possible changes in the proportions of 
(Merent kinds of assets held by the banks. This, in turn, might be 
inflnPfir-Pit by Govemment polity. For instance, in view of the 
complete security given by ^s sdieme to the Banking system, the 
banlfs might be required to inaease very extensively their holdings of 
securities in order to reduce the rate of interest. Since securides give a 
hi glipr yield than the average return on bank assets, this policy would 
the annual receipts of the banks, thereby diminishing the rate 
payable on the Par Stock. 

The contrary result would, however, follow any Government 
requirement that the banks should reduce their rates on advances to 
Industry and Agriculture, or should allow preferential low rates to 
specified classes of bonowers. 

In sum, the Par Stock with its adjustable rate would give the 
Govemment as Planning Authority the dde to call for any policy 
which the national plan might require, it being evident that whatever 
financial result might follow, the banks as a whole would not gain or 
lose, tiieir position in respect of both profit and note-supply being 
guaranteed finally and completely. The Govemment would meet the 
whole cost of its policy by compensating the banks every sue months 
through the interest paid on the Par Stock. 

Banking Co-or£nation Vommiuee 

A permanent link between the Planning Authority and the Glmrin g 
Banks mi^t be formed through the creation of a Committee drawing 
representatives fi:om every principal bank. The Chancellor of the 
Exchequer would normally preside over the Committee, and the 
National Planmng Commissioner would attend as adviser. Its func- 
tion would be to provide a contact whereby Banking policy migbi- 
be consistently related to the national plan. The disadvantages of a 
purdy dictated policy would thus be avoided, while the Planning 
Authority would be ^le to profit by the suggestions of members not 



only on the planning role of commercial banks but also on those 
industrial aspects of the national plan Tidiich fell especially within a 
bank’s purview. 

The need for co-operation would arise in relation to six maiTi 
aspects of post-war planning. The various occasions have 
mentioned at other points in this book, but it will be convenient to note 
them here in chronological order. 

(i) Government Finance after the Arnasttce 

For some months after hosdlides cease Government expenditure 
will fer exceed tax revenue. The gap may not be filled completely by 
public loans, since attractive openings for industrial investment will 
draw money away from the State. To avoid the necessity for offering 
high rates of interest, the State may resort partly to the banks. 

This would provide the opportuni^r for introdudng the above 
scheme. Outstanding Treasury deposit receipts might be converted 
into Treasury Par Stock, all subsequent bonowings being on the basis 
of the deposit of such Stock. 

Money thus secured from the banks could be transformed into 
“ consuming power ”, to reduce the risk of an Armistice slump, by 
being spent on war gratuities, pensions, salaries, wages, military pay 
and other forms of income due to State servants. 

(z) Reconstruction Loans and Es^rt Credits 

In the chapter on Engineering it was shown that after the Armisdce 
there will be a special need for medium-term credit. The demand will 
arise first in reladon.to the reconstrucdon of essential industries : and 
it was suggested that the Ministry of Supply should be empowered to 
recommend selected firms for bank credits of fixed duradon and 
interest rate, and that each bank which extends such credits should be 
secured by the deposit of Treasury Par StocL This proposal would 
call for intimate coUaboradon between Ministry of Supply officials 
and branch managers of the banks. Administradve detafis might be 
worked out by the Banking Co-ordinadon Committee in conjuncdon 
with the Ministry of Supply. 

■Similar co-operadon would be needed in the planning of guar- 
anteed medium -term export credits, though in this case the Board of 
Trade would be the responsible Ministry (see pp. i 79 " 83 )* 
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(^) A Law Sate of Interest 

Soon after the Armistice interest rates -will tend to nse. Whereas 
in \rartime the State has a virtual monopoly of hotrovring and can 
safely offer bw rates, in peacetime tiiere will arise competition for 
savm^ from countless otiier sources, mdustrial, commercial, municipal 
and The demand price for the ban of money, chief 

governor of die rate of mterest at aU times, will be^ to soar ; and 
rates will be offered much m excess of wartime levels unless drastic 
steps are taken. 

It would he contrary to the plannmg system advocated m these 
p ?gfs to allow the rate of interest to rise. The general system proposed 
mvolves a /vnnhinatinn of (a) an extensive series of measures for ftxbg 
ina-gimHTn piices for Standard commodities, and (b) under tius saft- 
guard, a policy of <»vpaii-«iintu'sm with a low rate of mterest as one of 
several stimulants. 

It follows that there will be perpemal need for collaboration 
between controllers of mterest rates and controllers of prices. The 
Authority having oversight over the entire price structure, m die 
^stem proposed, is the Price*Fixing Board. If this Board should 
detect any serious weakenmg of the structure due to price evasion, it 
would be under obligation to report at once to whatever Author!^ 
was m control of die “ expansion ”. This would be the Plannmg 
Audioriiy m the ftrst place. But this supreme controller might 
delegate responsibility for the rate of mterest to some other body, say 
the Bank of England. 

Li any event, there would be gam if some central mstitution 
such as the Bank of England were ofSdally required to place itself 
m contact with all agencies and influences affecting the rate of 
mterest, with a view to alignmg every trend or policy with the 
national plan. 

An enumeration of the various influences affecting mterest on 
capital would include : (i) the rates offered by the Treasury for its 
victory loans ; (2) the Bank’s own open market operations ; (3) pur- 
chases and sales of securities by the Clearmg Banks ; (4) the operations 
of building sodeties ; (5) rates on municipal bans ; (6) Bank Rate, 
the market rate of discount and the deposit rates of banks ; (7) the 
volume of e^ort of capital ; and (8) aU schemes for the plannmg of 
investment m particular industries. In addition it might be possible 
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to devise a system of regulating the maximum rates of interest to 
be offered on different types of industrial loan issued for public 
subscription. 

A less tangible, tliough immeasurably powerful, influence is the 
market’s expectadon. If lenders and borrowers are of die opinion that 
interest rates will rise, their transacdons will reflect diis view. Both 
in the launching of new loans and in the sale of existing securities 
capital values will tend to be low and interest rates high. A method 
of stabilising market mqiectadons has been suggested by Lord Keynes, 
the proposal being that the Bank of England should announce Arm 
prices for the purchase and sale of selected gilt-edged bonds of all 
maturides (General Theory^ p. ao(S). 

The method could no doubt be made eflecdve if the Bank of 
England were officially charged with the duty of co-ordinating all 
influences affecting interest rates, and were assured of the day-to-day 
collaboration of the Clearing Banks. A regular conference between 
the Bank of England and the Banking Co-ordinadon Committee to 
share the task of stabilising the values of pardcular gilt-edged securides 
would give strong prospects of success. 

(4) The Capital Levy 

The main function of the Banking system in smoothing the way 
for a Capital Levy is to counteract any tendency for share prices to 
fluctuate as a result of the levy. It is highly important that capital 
values should remain steady during the process of tax collecdon. In 
pardcular, securides which are to be accepted in payment of the levy 
should as far as possible remain constant in price. Further, if others 
have to be realised in order to permit payment, any fall in their vdue 
will be a hardship to the taxpayer, and jusdce demands that the Govern- 
ment should ensure their stability. Finally, serious complaints will 
arise if there are great changes in share quotadons between the date of 
assessment of fortunes and the date of tax payment. 

It is desirable, therefore, that the Bank of England’s machinery for - 
controlling security prices ^ould be at work long before the launching 
of the Capital Levy. If this condidon be assumed, the Bank’s prepara- 
don for the levy will be in two stages. The first will consist in fore- 
casdng the in fl ns nce which the levy itself will exert on the prices of 
different types of security. For instance, it will be necessary to 





year of peace. In the scheme proposed, State borrowing from the 
banks would at that stage be solely for the purpose of investment in 
durable assets such as houses, schools, public utilities and the plan t of 
State Industries. The banks would not, of course, be required to invest 
in these assets themselves. Thqr would lend money to the Govern- 
ment in return for Treasury Par Stock. The Government would 
either undertake the investment itself, as in the case of the setting-up 
of State Industries, or it would lend the money to municipalities, public 
utilities or other public investment agencies. 

The General Fmction of the Bank of England 

For some time b^ore the war the methods and responsibilities 
of the Bank of England were steadily undergomg change ; and the 
introducdon of a scheme such as the above will complete the transidon. 
In gold standard days the chief anxiety was the metallic reserve. Bank 
Rate changes were ^e means of protecting this reserve. Open market 
operadons supported the Bank Rate and were designed to make the 
rate effecdve in the discount market. Apart from the reserve pro- 
pordon, the chief index which acted as warning to the Bank was 
the sterling exchange rate. The first stages of change came with the 
abandonment of gold, when the stability of the general level of prices 
appeared to enter into favour as one of the main objects of Bank of 
Englan d policy ; and the same instruments, the Bank Rate and open 
market operadons, were used to promote low interest rates and the 
recovery of trade on the basis of fairly steady prices. 

All such concerns will be swept away, except one aspect of them, 
as soon as a planning system is introduced whereby prices are fixed 
arbitrarily. I^e whole concentradon of Bank of Englwd effort, when 
the p rice structure is under firm control by other agendes, will be to 
spread its cnmniand over the forces which govern ihe rate of mterest. 
The rnpjii^nt aim will be to hold down the rate by maintaining a high 
stable value for gilt-edged security ; and even in emergency there 
would seem to be no need to modify this rule. Emergences can arise 
only when business acdvity is reaching such a pitdi of intensity that 
prirf > evasion is becoming general. The anddote to the infladonary 
tendency miglit then seem to be a rise in the rate of interest. But an 
altemadve method, more in keeping with the essential theory of the 
plan, would be to diminish the rate of Government expenditure. This 
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would lessen the rate of expansion of consuming power, thereby 
fT ,aplring the upward thrust of prices, without the aid of other re- 
strictive policies. In practice, therefore, a fixed low rate of interest 
might be regarded as a permanently irreversible obj^ of Banking 
poHcy. 
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CHAPTER XXI 

Co-operation between National and Local Governments 
By Phylus Deane 

The extremely localised character of industrial activity presents a 
serious stumbling-block to the smoodi performance of a national plan. 
In effect it is possible for large sections of the national community to 
reach practically full employment without stimulating cnrtain depressed 
areas to a level even approaching their potential productivity. The 
stubborn problems presented by sudt localides at all times acc cntnam 
the difficulties of the authority planning at the centre, for they canno t- 
be solved by any broad national programme. If they are to be 
adequately ^gnosed and treated they demand specialised and local 
attention. Superimposed on the national plan, and becommg part of 
it, there must be a regional plan in each area for dealing spe^cally 
with the large local residue of unemployment. 

The character of the regional plan will depend inevitably on the 
shape and scope of the national plan into which it is dovetailed. 
Throughout tffis Part it is assumed that the central Government is 
deliberately and successfully promoting a nation-wide plan designed 
accordmg to the principles outlined in Part U. On this assumption, 
each r^ionaLplan must^b p ffi_confonn-ta the larger programme and 
add to.it. The regional plan will be concerned with the same diree 
lines of action as form the framework of the national plan : the e^ih-' 
sioiTof co n sumin g power ; the fixing of maximum prices ; and the 
dev^pment of special industrial kernes. The chief oMamxd 
contribution required of the regional plan is in relation to the kst- 
mentioned : the devising of special schemes for the reduction of local 
depression. 

In the programme here commended there are th^ inain adininis- 
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trative channels through which the national planning authority can 
c6htact the particular regions and ensure the local appKration and 
reinfoicement of its measures. The Local Authority itself provides 
one ready-made channel. It is well fitted to play an extensive part in 
tile system of planning without much addition to its present powers. 
The second main instrument will be a Ministry of Labour and National 
Industry enlarged for the performance of certain new tasks. The third 
proposed is a new body with a Regional Pknning Commis- 
sioner at its head. On him will devolve all the responsibilities formerly 
aceign^ to the Commissioners for the Special Areas, together with 
the new task of convening regional industrial conferences for planning 
the activity of private enterprise. Lx so far as the co-ordination of the 
efforts of three agencies calls for initiative in the region itself, the 
task will fall to tile Re^onal Planning Commissioner. He will have 
the general responsibility for preserving coherence in all parts of the 
re^onal plan, and between this and tiie national plan. 

In this chapter interest wiU be confined to the planning functions 
of one of these administrations alone : the established Local Authority. 
It follows that there will be no discussion of fresh machinery at this 
stage. The concern is to discover how, in the first place, the Local 
Authority can assist the national Planning Authority in the expansion 
of consuming power. Secondly, since the Local Authority controls 
the prices of certain goods and services, its function iri the system of 
general price regulation must be examined. And thirdly, it has a 
hi^y important role in the prepamtion of special schemes of housmg 
and public works. 

Of these, no doubt the first is of chief significance, for without a 
continuous rise in consumption m every locally the people will 
remain unemployed whatever else is done. Local consuming power 
depends at least partly on the Local Authority’s action, sinc e the 
Authority collects revenue and spends it, and is one agent for tiie 
spending of State revenue. It is essential therefore to consider how 
this action may most fully reinforce the narinnal plat, 

Eevenuefor the Expandon of Consuming Power 

Before any Local Authority can undertake its full responsibilities, 
it m^t have access to sufficient revenue of the right kind. A com- 
munity's consuming power can be expanded in relation to its produc- 
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tivity only if the amount or distribution of money can be so altered as 
to transfer a larger proportion to those groups with a tendency 
to spend more and hoard less than the previous holders. More- 
over, special schemes for the rehef of local reservoirs of unemploy- 
ment will be completely effective only if they are sufficiendy 
extensive and well-timed. A local planning Authority even of the 
most rudimentary kind must have command over revenues which 
are elastic. 

The actual revenue and expenditure of the existing Local Authori- 
ties, while showing a remarl^le all-round increase sinr<» the b^in- 
ning of die century, has changed litde, if at all, in response toAe 
large variatipns in trade activity which have occurred. the 

proportion of total revenue obtained from each of the main sources of 
local revenue varies so sh'glitly from year to year as to suggest a certain 
lack of flexibility in the system.* 

Excluding such items as fees, fines, tolls and income from property 
gifted to die burgh, which must be regarded for all practical purposes 
as completely inexpansible, diere ate only four sources of local revenue : 
taxation, borrowing, trading services and State grants. It will be 
convenient to examine diese sources in turn widi a view to ggriniatin g 
their expansibility and their effect on consumption. 

(1) Taxation . — Local taxation in the United Kingdom is limited 
to a single tax on real estate — rates. In Scodand rates are levied on 
actual yearly value, liability is divided between owner and occupier 
with a slight bias to die benefit of die former, and the valuation roll is 
revised annually. In England rates are levied on estimated yearly value, 
die occupier alone is responsible, and a new valuation roll is drawn up 


* Total ExPESoiivns and REoipn or Local AunionmBS in Scotland coupabbd with 
THE Uncuplotuent Index for the CoiRrmY AS A WHOLS and Trade Acrivny in the 
Two PniNapAL Scomsii Ports, 1918-34 
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ouinquendally. But in both England and Scotland the main effects are 
die Since rates are levied on the amount of mcome spent on a 
necessity they are highly regressive. That is to say, they tend to bear 
more hardly on the poor than on the rich. Except in so far as the poor 
man comes within the range of incomes affected by exemptions from 
rates and Rent Restriction Acts, and in so far as the rich man makes his 
home a form of luxury expenditure, the poor man pays tax on a higher 
proportion of his income through rates than a rich man. Again, except 
in so fer as poverty forces them to live in squalid and overcrowded 
the large family pays heavier rents and so heavier rates 
than the small family. The burden of the poor may be further 
aggravated by the tendency of the middle and upper classes to avoid 
living in the highly rated areas and to move into the suburbs. 
Working people who form the bulk of the city population are then 
left to bear a still higher share of the burden wltich rightly belongs 
to all who draw thdr living from the city’s industries or share in its 
services. 

From this high rate of regression follow two important effects. 
The first is that the yield from rates must be very limited, for they are 
extracted mainly from a class of the community whose taxable capacity 
is low. The significance of this consideration is fully evident when it 
is remembered that rates are the only local tax, and that in consequence 
the more lucrative sources of revenue remain untapped. The second 
effect is that rates reduce consuming power to a very heavy extent. 
Not only are they a tax on that section of the population with a tend- 
eacy to consume a high proportion of its income, but they leave the 
bank balances of those with a marked tendenty to save relatively 
unscathed. Hence in a depression rates aggravate the difficulties of the 
temporarily unemployed and reduce their restricted consuming power 
still further. In prosperity their yield rises little despite the substantial 
rise in incomes. 

Clearly, then, the existing local taxation system is inexpansible, 
infledble, and a drag on local consuming power. Is there any other 

toihatcouldbetumedtotheuseoftheLocalAuthorities } Thechief 

difficulty is one of adequately localising liability. A local income tax 
on ^ national model would lead to endless confusion, b«»r-aiis <> it 
would be impossible to decide what proportion of each income earned 
or spent m the area was purely local and could be held liable to the 



CB. XXI 


NAnONAL AMD LOCAL GOVEHMMENTS 291 

locd as opposed to- the national tax. A local purchase tax would 
rapidly become a mass of injustice and anomalies even where it could 
be made to stay, because a sub-national economy could not check the 
movement of goods across its borders &om areas where a lower price 
prevailed. Evasion on a large scale would be unavoidable, 
versions of these taxes — for example, taxes on certain Tiigh<»f income 
groups which draw their incomes from but do not live in the area, or 
on purely local commodities, or on differential site values — might 
prove practicable under certain conditions, but their yield would not 
be hig^ after all administrative expenses had been met. 

There b a further important objection which applies to all local 
tax variations. If the yield reaches sig nificant proportions, and if the 
Local Authorities are permitted to tnake variations at all, they vdll 
upset the balance of the national taxation system in so &r as that has 
been constructed on scientific lines. In a small national area it is 
possible to bring the tax system to a high degree of perfecdon. At the 
same time a very little interference will be sufficient to destroy that 
perfecdon. No new tax, therefore, should be introduced which 
cannot at the outset form an integral part of the national ^tem, and 
, the simplest method of ensuring this is to restrict the fieedom of Local 
Authorides in the matter to negligible propordons. 

(2) bank b^ces which rates M to touch can, 

however, be tapped by borrowing. At the bepnning of a trade 
depression, when there is a collapse in confidence of such a kind that 
borrowers cannot, in general, ^y a hi^ rate of interest or lenders 
accept a low rate where there is t^ least element of speculadon, there 
is need for the intervendon of some body whose credit and con^ence 
are condidoned by other consideradons than diose affecting industry 
as a whole. Municipal credit is usually good ; and in a state of univers^ 
pessimism lenders accept the lowest rates of interest if they can be 
sure of their principal. Furthermore, a competent Local Authority 
s ho uld be to deduce its own reasons for confidence from the fact 
that costs of capital and labour are as low as they will ever be if the 
slump in activity is not to become chronic, while any reduction in 
unemployment brings a corresponding saving in expenditure on 
Poor Relief. If the new investment is in social or coiutrucuonri 
works it will serve to expand consuming power both direcdy and 
indirectly. 
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The orindpal limitation on Local Government borrowing is the 
■ to which the loan period is subject. The actual 


Under the Housing Act of 191;, fi)r aminple. it is ns 
lone as 8 o years. But there is a general rule to the eflfect that each new 
loan must be accompanied by a new assessment equal in value to the 
nl„s a sinkinc fund contribution of 3 per cent. — thus visual- 


ising a loan period of about 33 years. Hencetherealcheckisultimately 
the weight of the rate burden, for t^ess it can be increased to the 


fCUlULW Q A 

If this legal difficulty could be overcome, however, borrowmg 
would still not he a desirable method of financing an expansion of 
consumption while stiff sinking funds are the rule. The speed with 
which they draw money from circulation is intolerable during a depres- 
sion, espedally so since they ate raised from rates, and may even be 
one of the forces precipitating the slump. This danger can be largely 
avoided if sinking funds are utilised for investment purposes by one or 
other of the local departments as soon as they mature, and if contribu- 
tions to «!t'nKTig funds xeact appropriately to variations in industrial 
activi^, falling to vanishing point at the first signs of depression and 
rising rapidly to check an excessive boom. 

(3) Tra&ig ^emccf.— Generalfy speaking, tradmg services are 
not a source of any considerable profit to the Local Authorities. This 
is due, in the mmn, to the &ct that they are largely public services in 
which social demands take precedence over commercial considerations. 
Hence their price policy is dictated more by social needs than by the 
state of tiieir revenues. In effect, to raise ^e prices of such essential 
services as transport, gas or electricity to commercial levels would be 
to place a tax on the consumption of the poorest. It would therefore 
be difficult, perhaps impossible, to expand consuming power on the 
basis of such finance. 


All trading services are not of this kind, however. Doncaster has 
its own race-course, a Cumberland Local Authority provides hotels 
and pubUc-houses, while many Local Authorities supply amnspniptitg 
of some Imd. Moreover, a tax on consumption need not reduce total 
consumption if the consumer is able to msie use of money which he 
would otherwise have saved. Profits from a municipal airport, for 
example, or indeed from any luxury service, would not necessarily 
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reduce consumption over the community as a 'whole. 

It is not alwa^ easy, however, to distinguish between luxury and 
necessity when it is admitted that the citizen’s needs include more than 
a bare subsistence. The conceit parties and gamps in Glasgow’s parts^ 
for example, operate at a loss. Presumably the Corporation recognises 
a social -value in these amusements which compensates for the burden. 
Nevertheless, wherever the service on which the tax is laid is definitely 
a luxury, there may be a net gain in local consumption when die tax 
revenue is transferred to people with little or no surplus income 
available for saving. 

Permission to undertake commercial services of tbis nature is not 
readily obtained, however. The interested and watchful eye of the 
ratepayer is quick to detect the possibility of a loss, while Westnunster 
has proved extremely reluctant to extend local powers in the matter of 
trading services. But the ratepayer's hostility would doubtless &de 
if he were guaranteed against bearing a loss, and the Central Govern- 
ment might welcome a new source of local revenue if the nadonal 
taxation system were feeling the strain of heavy expenditure on expan- 
sion of consumption. Nor is it always necessary to launch totally new 
enterprises. Mmy local Departments could develop a trading service 
without heavy initial expenditure. Glasgow’s Lighting Department, 
for example, supplies a window-cleaning service at a charge to the other 
Corporation Departments. This service mi^t be extended to other 
public institutions, as could the services of the Printing and Stationery 
Department. Or again, a nursery associated with Glasgow’s parks 
mighr supply bedding plants and shrubs to the public at commercial 
chides. 

Nevertheless, if a sub stantial income is to be obtained from any 
trading service, here must be some appreciable initial expenditure, and 
iindor the present system any such mqienditure is dependent directly 
or indirectly on the basis of revenue provided by the rates. Even the 
possibility of obtaining a loan depends on the ability of rates to support 
the extra assessment required by law. 

In sum, to a Local Authority seeking funds with which to finance 
an expansion of consumption, rates are of scant assistance, not only 
because their yield is limited, but because they are in themselves a 
factor making for the reduction of consumption. Borrowing is a 
useful method of raising revalue for expenditure on services which 
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direcdr or icdiiscily esDsrd consampdon, ^edalty in so fer as it 
-sisi -oaM othsrtnse Lave been idle funds. Trading 
services of a lusuiy uanu^ run on commerdal lines, would be worth 
derelooiEg if tbs pioceeds were used to idieve the burden of local 
2325. 'bS bom loans and trading services are dependent for their 
birih on tim revenue obtainable hrom rates or from the fourth m a n 
source of local revenne — Stare gtaats. 

(4) Grcntf.— The Government grants to the Local 

sre of two Viiids . On the one hand there are the 

grsrTg foT a fsw spconc and espedally important services, such as 

PoHc^ Probadon, ilaisni^ and Cancer Services, Educadon, Houdng, 
and Air Raid Prscasdons. On dm other hand there is the General 
Eaiequsr or Bloc^ Grant whidi is the Central Govemmends con- 
rnsudon to Local Government services as a whole.* 

■Wii the excepdon of rhe mgm part of the Educadon Grants which 
is cisnibuied -rcor dirg to an appropriate formula, and of the Housing 
Grans, vtiich labe ire form of subsidies per house per annum, most 
cf me speci fc gT'=n??i are made on the baas of a percentage of actual 
amendiane. ^endimre on Air Raid Precaurions, for example is 
met by dm Government to dm extent of 70 per cent, up to the amount 
■yHch involves a rate cf four-dfdis of a penny in the pound and 85 
per ci expenditure in of amount. Certain of 
AJIP. sspsudiune are even more heavily subsidised when occasion 
demands. 

The edsdng Block grans to the Local Authorities consist of (a) a 
p srmanendy axed sum equal to dm los in rates and in grans suffe^ 
under d:e De-Sadng Ara and d:e Local Government Act of 1929, 
and (b) an additional sum varying quinqueniually with area’s 
wei ght ed popukdcn. The man features to be tak^ inm ar/'vninr in 
amvaig a das ponnlaaon ngore are rateable valuer number of cbilrlrgn 
under ave years cf ag^ percentage of die population unemployed, and 
pcpuiarcn per mile oi public road. Thus ie grant to any parrimlar 
a^ s mtended 10 vary with ±e social and economic gnnHwnng in the 
oism^ Bat a nc e scmal conditions do not with the 

rapidiry as economic conditions, the grant is feed for a five-year 

= ^ 32 ,^ K - 3 C £=1 ^1,533,195 
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period, at the end of which time it is revised on the basis of the area’s 
newly wetted population. 

A system of flexible State grants extended in full proportion to the 
responsibilities which the Central Government decides to impose on 
tile Local Authorities is the obvious solution to the problem ra is e d by 
the inadequacy and inelasticity of local revenue. It was the solution 
found when the national emergency necessitated heavy local expendi- 
ture on A.R.P. But such a system raises new problems. Wititintiie 
limits imposed by their severely restricted income, tiie Local Authori- 
ties exercise a considerable degree of fireedom in regard to the actual 
details of their expenditure, a freedom which must normally be 
restricted as their revenue becomes greater and more flexible. Per- 
centage grants, for example, are given largely on the basis of approved 
eiqtenditure, and the control of the central Departments is more 
stringent and more real than in the case of the G^eral grants. The 
problem of allowing full rein to local experience and initiative without 
losing all vestiges of coherent national development arises in its most 
acute form if ^e income of the many local units is to be expanded 
heavily through a system of huge and variable State grants. 

Part of the solution would be for the central planning Authority 
itself to outline a broad plan for the expansion of consumers’ incomes, 
and, after stipulating the general role of the Local Authorities, to 
provide them with tiie necessary funds. A concerted rasing of die 
Minimum Standard of living, for instance, will prove imperative on 
at least two predictable occasions after the war. This will occur 
immediately ^ter the Armistice and at the end of tiie replacement 
boom. When the Central Authority has decided when and by how 
fniirh the standard should be raised on each occasion, it will determine 
its own <»f>ntrifnirinn to be given in the form of an addition to the Block 
grant. It will tiien need the co-operation of Local Authorities to effect 
the precise degree of expansion necessary in each locality. The nature 
of this co-operation and the local assistance to be given in other forms 
of national eiqienditure will become evident when tiie various measures 
are examined in detail. 


E^^atiding Consuming Power 

As has already been noted under a discussion of the available 
sources of revenue, the expansion of consuming power is as much a 



regional planning 


PT. IV 


problem of revenue policy as of expenditure poluy. But Msunung 
diat the money which the Local Authority is called upon to distribute 
has been collected in ways which afford the minimum degree of 
to consumption, the problem becomes largely one of finding ■ 

suitable lines of ej^enditure. 

A Local Authority can eiqiand consuming power either indirectly, 
through ouday on public works and housing, or directly, throu^ 
emenditure in raising consumers* incomes. Of the direct methods, 
which will be examined first, the diief is the raising of all incomes 
dependent on die Local Authority, in accordance with a nationally 
agrpfd rise in the bfinimum Standard. 

In pt acH^^ the concept of a national Minimum Standard of Living 
would be found to include a large number of different standards, 
catering for different types of need. Possibly the best procedure for 
drawing up a comprehensive scale of standards would be to begin by 
e staMisbing a haste nmumum for individuals Sva^ in conditions in which 
their need is least. To this basic figure might dien be added allowances 
for all conditions which mcrease the individual’s need : for instance, 
heavy work, sickness, accident, living away from home, or high 


All variahU allowances, such as the amount to be allowed for rent 
and rates, might suitably be excluded fiom the basic minimum. In 
other words, tills minimum would not in general be the actual sum paid, 
but merely ^e first item in tiie caloilation, to which other items would 
be added in order to arrive at tile sum due to any individual. 

In final definition, therefore, the “ basic minimum ** here implies 
that allowance, exclusive of all variable allowances, which must be paid 
to individuals who are not workii^ but are in good health and live as 
members of a family or housdiold. The term “ good health ” impliffg 
a state in which there is no need of special sus tenance, mgdicip ey or 
appliances, treatment or travel to a place of recuperation. 

For the pupose of establishing a scale of minimum standards of 
living a tentative classification of individuals is suggested in the accom- 
panymg table. The last column in the table shows the administrative 
^chinery proposed for effecting the necessary payments to applicants. 
It cont^ rrferences to a Standard of Living Panel — a body with 
special functions which must be PTplainfTl 

Clearly it is necessary to entrust some comprehensive central 
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OEganisation with the work of co-or dinatin g all the services * which 
support an individual’s standard of living. These services 
unemployment msuiance under die Ministry of Labour, health insur- 
ance under the Ministry of Health and approved societies, workmen’s 
compensation, penaons under the Ministry of Pensions, and public 
assistance, public utility services, school meals and dinipal supplies 
provided by the Local Government. Trade Boards are involved in the 
regulation of wages. The introduction of family allowances will add a 
further organisation. It is proposed therefore that a Standard of Living 
Division should be formed widun die Ministry of Health to keep 
imder review the entire diverse machinery for mamtaining die standard 
of livings to inform the Government whenever die machinery feils at 
any point, and, in the event of its failure, to make sudi payments 
to individuals as will prevent their incomes &om falling below the 
recognised standard, llie agency dirou^ whidi the Division would 
make the payments in each area would be the Standard of Living 
Panel 

Economy in administration might be gained by making this 
Standard of Living Divi»on respon^b for ^e whole &mily endow- 
ment system and payments. The same administration might suitably 
absorb, further, Ae following hmctions : the payment of old-age 
pensions; all Public Assistance outdoor allowances; Astistance 
Board payments ; sickness benefit, smce the amounts paid by approved 
societies usually need to be supplemented, and the member now has to 
apply both to his Society and to the Public Assistance Authority ; and 
workmen’s compensation, die Division being responsible for recover- 
ing from the employer the amount for which he is liable. 

Since each Pand would need to examine cases under the care of 
the Local Government, the Ministry of Labour and the Ministry of 

‘ The Beveridge plan — publnhed after this dapier bad been sent to die printets — would 
establish a new Miiustry of Social Securiy in place of the tnarhinet y suggested here. Theplan 
has our >mpk-itir support as a aasierly ineihod of siinplifying social insuiance and filling every 
gap in the piovirion made. Its mm, however, is distinct &om that of the scheme in these pages. 
The Beveridge plan is concerned solely with the diminadon of want The plan here proposed 
is wwrwnwt 'widi the dinunadon of unemploymeat. It provides macbiiiety for nriring ^ 
tniniitinm stani^ instaotaneoudy whenever this is necessary as a means of lairing consmmng 

^ Sir WiUuun bundles his plan as primarily an insuiance scheme; hence it involves tiantfeis 
betweenconsumersrathertbananuieieaseinconsumeis'incomes. Tie finandd change requ^ 

to convert it into an instcument of employment-planning oould be effected ^ a diort Act mdring 

the Treasury contribution swiftly expu^de and provitUag for an increase in benefits or a reduc- 
tion in petsona^contriburions; 
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Pensions, it should comprise representatives ^se ^dies a 

strong emphasis upon local representation, M^try of Heal* 

wouldappointthe Chairman and Secretary of the Ptoel, but they wo^^^ 

depend l^ely on the nominees of the Lo^ Authority for an under- 
of conditions peculiar to the district 


The Local Authorit^s Part , , , . . , , i 

In the plan summarised in the table the functions of the Local 
Council are shown to be diminished in one respect. The cost and 
nrlm fntctrarioti of outdoor relief, formerly under the Welfare or Public 
Assistance Department, will pass to the Ministry of Health and its 
Standard of Living Panels. In other matters, however, local responsi- 
bility is extended, thou^ the cost of development will be increasingly 
borne by the national ^chequer. The establishment of a satisfactory 
fflitiittinfn standard for children will become progressively the obliga- 
tion of Local Councils, acting through the school system, with medical 
itic ppctinrij clinics and wel&re centres as aids. The provision of food, 
clothes, qiorts and holiday fadliries can be made through schools and 
clubs wherever the need is greatest. 

As regards the minimum wage to be paid to adults, the Local 
Authority has a direct responsibility for the wages paid to its own 
employees. Categories affected by the scheme will range &om die 
employees of the public services — e.g. clerks, typists, bus-drivers, 
builders, toad-menders and gardeners — ^to the small army of char- 
women which scours the municipal buildings. Unless the new 
standard is very high compared with standards now prev ailin g^ it is 
not to be expected that the wages, pensions and allowances of the 
Council’s employees will show any considerable increase, for their 
standard is already a relatively high one. Nevertheless, such in cr e ases 
as are made will be a valuable form of expenditure from the point of 
vi^ of an authority which is anxious to expand consuming power. 
This guaranteed standard of living will not only put extra purchasing 
power at the command of those most likely to use it at once, but will 
diminidi the need for saving and thus still further increase the effective 
demand for consumption goods. 

Old-age pensioners depend for an important part of their standard 
on suitable house accommodation. Thus there is considerable scope 
for expenditure by the Local Coundl in providing smaU labour-saving 
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stimulus to the building and funusbing trades would 
a still further expansion in consumption through the incomes of their 

^°?fe*evident, then, that the Local Authorities have a wide and 
varied range of experience in the administration of measures utUisable 
for the expansion of consuming power. None of ^ measures alre^y 
suggested is entirely without precedent, and the typical Local Authority, 
the County or Burgh Council, would find little that was nw in them 
other than the necessity of visualising clearly the economic aspect of 
the social services. A central planning Authority could use this 
excellent localised experience and the rations of personal contact 
which are so vital a fixture of local self-government, not only to 
organise the special local expansions of consuming power which may 
be n ^rde d to combat heavy concentrations of depression, but also to 
administer the complex details of the national drive to raise and main- 
tain consumption in the country as a whole. 


Fixing Prices 

In a private-enterprise economy, a rise in consuming power tends 
to be counteracted by a corresponding rise in prices. A planning 
Authority which aims at an effective expansion of consuming power 
must take steps to ensure that prices will not rise above a certain level. 
This is primarily a national problem. In a local economy, free from 
the politico-economic boundaries which hold up international trade, 
there are only transport costs and the frictions set up by inertia to 
prevent the forces of competition from establishing a single price 
for each commodity appearing on the national market. Hence, any 
attempt to fix a local as distinct from the national price of a commodity 
will in general be rapidly cancelled out by divergent or convergent 
movements of demand as frr as that locality is concerned. 

The prices over which the Local Authorities have direct or in- 
direct control are amongst those which can be most effectively localised 
— transport, lighting, power, etc. Such prices as these bulk large in 
industrial as well as private expenditure and go far towards determining 
costs of production, and so prices of goods produced in the area. Less 
directly, the Local Authority influences prices in the building industry 
throu^ its own demand for housing and its control of the level of rates. 

A few examples vdll suffice to illustrate the extent of the potential 





PT. IV 


yjg bsgiokal planning 

The purposes to be achieved through such schemes, in conformity 
with the national plan, are : the accumulation of pubUc contracte to be 
held in reserve for absorbing workers from capital-equipment mdustries 
immediately after the replacement boom ; the planning of a housmg 
campaign which will assist in the more permanent absorption of such 
workers; and the stabilising, after the third year of peaw, of the aggre- 
gate investment programmes of public utility complies, so that they 
ma y o£Fer a continuously stable market to capital-equipment industries. 

As regards the first of these, the preparation of “ reserve con- 
tracts ”, it wiU be essential to remove all restrictions on the powers of 
Local Authorities to undertake new social and trading services. An 
AvtPtiBinn of the 1936 Public Health Act to Scotland is one example of 
the type of legal provision that will be necessary. Under this Act 
Kng ikh Local Authorities are enabled to provide general hospital 
accommodation for the sick, dispensaries, out-patients’ departments 
and maternity homes, laboratories for the diagnosis and treatment of 
disease, and ambulances. A Local Authority which is unable to 
exerdse freely such powers as these finds the principal avenues of 
constructive social esqienditure closed to it. 

Once legal restricdons of this kind are removed, however, there 
will be abundant opportunities for new and vital capital expenditure 
on the part of the Local Authorities. In Glasgow, for example, there 
exists a real need for new fire stations, power stations, sewage works, 
roads, bridges, schools, libraries and museums, a need which will he 
doubled at least when the essential post-war building programme comes 
into operation. These are schemes which will involve vast sums of 
money. A programme of new sewage works alone, which received 
the Royal Assent in 1935, envisaged capital expenditure amounting to 
£2,250,000. Plans can therefore be drawn up in advance for a wide 
variety of schemes which can be held in suspense till the end of the 
replacement boom and then put into immediate operation. 

One obstacle to the suspension of schemes till emergency arig«ie is 
the unwillingness of contractors to undertake them without some 
guamto that they wiU not suffer from future changes m conditions of 
production. What is wanted is a form of contract which will provide 
for the ejjenses involv^ in undertaking work which may be held in 
abtyance for twelve or eighteen mondis or more. This special form of 
contract must provide for adjustments in contract prices to cover the 
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amcise povrets simihr to those possessed ky the Special Aieas Com- 
Hence the work of these Comimssio^ pravldes <m 
icsmictive p«cedeet. In the 1938 Report of the Conm^otter in 
Scotland it ws stated, for example, that five mam channels of e^endi- 
tuie Tvere used to absorb the fimds of wMch he was in control ; (i) 
Local Authorities were assisted by grant to modernise their pubKc and 
services. (2) An attack was made on die unsightliness and 
s^rps^nPCQ of the depressed areas by the provision of playing fields and 
parks. (3) An effort was made to maintain the morale and employ- 
abffity of the industrial population by the provision of social service, 
welfere, training and land schemes. (4) The Local Authorities were 
to maVf. greater strides in housing development by additional 
grants. (5) Finally, an inducement was offered to the establishment of 
new industrial enterprise “by the provision of factories and factory 
hodi on trading estates and elsewhere j by grants in the form of 
' ' s towards overhead charges such as rent, rates and taxes 


new area has to &ce; arid by making loan capital available. . . 

It is clear that a Commissioner with such financial powers has 
considerable means of inducing public and semi-public bodies to adopt 
programmes of development which in the aggregate will provide a 
smooth curve of investment. His iiutial aim will be to produce a 
large bulge in the curve immediately after the replacement boom. In 
subsequent years, however, the principles on which the national plan 
is based will call for tiie utmost steadiness in the stream of investment 
by Local Authorities and kindred bodies. 

In total the schemes which haveheen visualised above as forming 
part of the Local Authority’s responsibility under a national plan are 
vast and fer-reaching. They are beyond the province of the local body 
acting alone, if only because they demand financial resources fer in 
excess of its present potential. Nevertheless, every Local Authority, 
whm adequately subsidised by the national Government and assisted 
by its agent in the person of a Re^onal Commissioner with command 
over funds, will form a most stdtable local administrative point for a 
natio^ plan, particular, it is capable of dealing effectively with 
such local variations as may be necessary to adapt national schemes to 
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local needs. Its function vdll therefore be twofold. As a cog in the 
wheel of the national plan it will use its machinery for the adminis- 
tration of the social services and for die execution of pubUc works in 
order to achieve centrally inspired objects. As the hub of the local 
variation to die national plan it will devise and execute such schemes as 
ate spedally suited to district needs. 



CHAPTER XXH 


Plamang hi South West Scotland 


iNDUsmiiiY, Glasgow is a diy of fairly recent growth. At the 
of the d^ttciith century the Clyde was a broad shaUow 
r^^oSsionally swollen by widely spreading floods, wlule Glasgow 
itself was a quiet and beautiM cathed^ dty of not more dian twenty 
diousand people. Now its numbers exceed a million ; and within die 
narrow field of the present survey live nearly half the inhabitants of 
Scotland.^ 

The area chosen here as represenring industrial South West Scot- 
land the counties of Lanark (widi Glasgow), Dumbarton and 

Renfrew, and that pan of Ayr whidi lies north of a line joining Irvine, 
TTiltnamn rl- and DarveL* The zone may be deemed an economic unit 
in one sense only : the various pans of it ate in some measure inter- 
dependent and tend to suffer or prosper as one. In other respects the 
boundary drawn coinddes with no economic frontier, for every large 
industry wiriiin it has a national or international spread. 

Numerous important towns are induded : the great shipbuilding 
centres of Greenock and Clydebank ; Mothem'ell, where there is a 
concentration of iron and sted works, and of structural and other 
engineering ; Coatbridge and Airdrie, likewise noted for their iron 
and siee4 as well as for coalmining ; and Paisley, Kilmarnock and 
Hamilton, the chief centres of textileand hosiery manufacture. Glasgow 
itsdf, wiA which these satellite towns are connected, engages exten- 
sh-dy in all rile industries mentioned, together with a wide range of 
othem. 


* ^•Sps»Liiii93i. TLsdcsanpcraoftcs surrey area usuounsrisedsEiinlyinnin-o 


I- Caafsra, szi A IrJsadd Sar.ty 0/ tsr Stash Wat cfScodsrJ, 193a.) 

a la ci sessa of Ajisliiie aie asapHsed te C2 \t 1 paiislas of .Azdnssui, m* . Daln-, 
Ossxai, Dso^cp, Fensii, IhiMi KilHrr’y, Kibanioc'ic, Kilsaui^ KU'a-inaiaz. 
UaJ^Swe=sxmSwraitoas=d Westiabodt The san-eyanaasa -holewn^nds » 
^ -sfceii icnad tcs lass of tfce enquiry cosducasl by ifce Glasgow Univeiaty Poliaeal 
ErccMiy D^ascsct m 1931. It coves a ceU aclar to District XIV of the Production 

Cep of 1935; SEdajccu^DisniaXIVicricdes.VgyllsbsreandBnte.tceCeasBsfi'Tires 

rebiEg » It give a feir reSeoion of die pcsicoii In tte sur. ey area chosen in this chapierT 
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Some of ihe industries in this compact belt have early origins. 
During the Middle Ages the Qyde area appears to have had a certain 
tradition as a centre of ecclesiastical commerce and of export a nd import 
which later prompted the development of local shipping and ship- 
building. Coal was being worked in 1210-19, the Abbey of Paisley 
had coalmining rights in 1294. TTiere are records of shipbuilding on 
the Clyde at the beginning of the sixteenth century. Workshops for 
sugar-boiling and soap-making — precursors of the modem sugar- 
refining and chemical industries — were established as early as 1667. 
These first developments were not, however, of gi^t signififfanrff 
compared with the immense expansion of trade which accompanied the 
Industrial Revolution in the dghteenth and nineteenth centuries. 

Trade with American colonies marked the beginning of the new 
phase. After 1707 innumerable exports such as linen, cambrics, 
carpets, ropes, brushes, utensils, saddlery and jewellery were sent 
overseas in exchange, especially, for tobacco ; and for some fifty years 
Glasgow gained renown for Ae great variety of its exports and the 
magnificence of its “ tobacco lords ”. 

Much more substantial growth began, however, with the inventions 
and discoveries of Watt, whose experiments in Glasgow University 
from 1764 onwards helped to transform the whole structure of mdustry 
and indeed the face of the world. The introduction of the steam-en^ 
and of machine power in ships, cotton mills and factories led to a 
succession of rapid advances in the industrial regions of the Clyde. 
Progress from that time to this has been by a series of waves. Each 
wave has brought with it not only a rise in the standard of living for 
the people of Glasgow but also a serious risk of subsidence ; and the 
fortunes of this area have depended constantly on the manner in which 
the risk has been faj»d. 

Most of the waves have taken the form of “ export ”. (It will be 
convenient throughout this chapter to use the term to imply Ae sale of 
produce outside the zone in which it is made ; thus, goods sent from 
the Qyde to other parts of Great Britain are styled “ exports ”.) First 
ramp jJie sutge of ovcTseas trade, just mentioned, to , the American 
colonists. The War of Independence seriously undermined this 
trafflr Thereafter the Cotton industry sprang into prominence, and 
was the main economic strength of South West Scotland during the 
nineteenth century. In the beginning tiie Scottish trade was even 
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ereater than that of Lancashire, 227? looms being instaU^ in factories 

Lr Glasgow in 1817 as compared with 2000 in Lmcashire. 

In the last quarter of the century, and especially at the beginning 
of the twentiedi. Shipbuilding became the chief source of export power. 
The World War of 1914-18 gave great impetus to SWpbuilding and 
to its ancillary, Engineering. And whereas Shipbuilding fell later to 
about half its former strength. Engineering progressed to the point at 
which m 1938 it had become Glasgow’s foremost medium of employ- 
ment and a considerable fount of overseas trade. 

The test of ability among business men of the Clyde has always 
been whether they could contrive some new foreign trade whenever the 
old has Wars have sometimes destroyed their markets. But 

ggain fresh openings have been found. As will be seen, the future of 
this district depends largely on the capacity to repeat the historical 
process. There are alternatives, it is true, but they do not promise such 
good results. 

Precisely why other remedies are less satisfactory than export may 
be shown by considering the same type of problem against a simpler 
background. Psychologically, the difficulties presented by the decline 
of the crofter communities in Northern Scotland are perhaps unique. 
Yet their economic problem, in its essence, resembles that of almost 
every exporting centre in Great Britain. Comparison is in fact possible 
with the situation in certain entire nations — Japan, and to a less extent 
Italy, for instance — which have a permanent hunger for foreign 
markets. Thus a description of the economic difficuldes of the crofters, 
who sdQ ffiid a precarious living in the Highlands, the Hebrides and 
the Isles of the North, will throw into relief various central faring 

the more highly developed industrial areas.' 

The misfortunes of diese small farming c omm unitie s are said to be 
due laigely to their haying lost the self-sufficiency and the great 
versatility of craftsmanship for which they were once famed. Origin- 
ally each family, as the economic unit, practised an exceptionally wide 
ran^ of crafts, including every branch of agriculture, fishing, weav ings 
dyemg, shoemaking, ndiling, carpentry and building. Although the 
ttoft itself may have been only five or ten acres, the living won from 
It satisfied most of the family’s needs. “ Imports ” were few : tropical 

«dM»wIedgin«t is due to Mr. Adam Collier for assistance in this study of the High- 
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and ^ sub-ttopical products, household requirements, implements, 
possibly education. In orda to import, however, the family had to 
find some form of minor export. The simplest and most usual was 
part-time labour. Certain members of the family, men or women, 
secured occasional work at sea, in fishing ports or on die estates of 
the wealthy. 

So long as such a community is content to remain stadc, sopVin gr no 
rise in its standards, it will be untroubled by any economic problem 
provided that some slight foreign trade is assured to it. If, however, 
it demands higher standards, effidency must be increased at some point. 
Greater efficiency calls for specialisation. The number of crafts must 
be lessened in order that there may be co ncentra tion on those which 
will yield marketable exports. Thereafter the standard of living 
depends, insecurely, on the continued demand for these exports. 

For about two hundred years fresh openings constandy appeared 
for the crofters* products and there has been a steady sequence of 
exports, beginning with catde, hides, tallow, stockings and lesser wares 
ffishioned by hand, then passing on to kelp and its various by-products, 
sheep and, during the last century, herring. Mote recendy the labour- 
eiqiort market went through a phase of expansion, due pardy to the 
development of Highland estates and pardy to capital investment in 
ports and railways. But during the twenty years before the present 
war almost every eiqiort failed. This was the result in some cases of 
special condidons such as the changing character of demand. For 
instance, the demand for smaller joints meant that beasts were killed 
oarliVr and the slow-maturing type usual in the Highlands and Islands 
could not maintain its place. A^un, loss of export markets for wool 
had an adverse effect on sheep prices. Certain general ffictors were also 
deepening the depression. Less money was being spent by the wealthy. 
Capital development^ though by no means neglected, was never on a 
scale large and continuous enough to form a reliable source of employ- 
ment. And the craftsmanship of die crofter was progressively fiuling 
to meet the competition of industrial and land madunery. According 
to the report of the Scottish Economic Committee, 34-5 per cent, of 
the insured population of the Western Highlands were unemployed in 
1936. This high proportion should no doubt be interpreted with due 
reserve in view of the relatively small number of people insured, but it 
gains melancholy support from other evidences of desolation. 
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There remain three possible ways of solution appMl^ after the 
^ when the problem wiU recur in acute form : (i) the discovery of 
stiu’furiber exports, despite aU difficulties ; (2) re-education m the old 
crafts with a return to the old self-sufficiency and relatively low 
standards ; (3) depopulation. Subsidy from outside is necessary till 
one of these solutions is found. , ■ 1 , 

The crofters* problem has for the most part been met through 
depopulation. That is the inevitable fate of any community, even the 
most advanced, if it foils to travel along one of the other two avenues. 
TTie solution most likely to yield an improved standard of living is that 
of export since it permits greater spedalisation than a return to many 
crafts and self-sufficiency. Thus the desirable post-war programme, 
while >»nnftiining elements of both policies, would lay special emphasis 
on the deliberate fostering of markets for the crofters by the Planning 
Authority.* 


The same three choices will fece the region of the Clyde after the 
war. This mdustrial zone has many embarrassments peculiar to itself 
— the complete exhaustion of its iron ore deposits ; the diminishing 
yield of its coal seams ; and excessive dependence on certain industries 
which fluctuate widely and spread contagion to the rest — yet the 
stark alternatives before it are the same. To escape pover^ such as 
may drive away large numbers of the people, the leaders of enterprise 
in ^s area have but two ways open to them : either to construct a self- 
sufficient economy, with relatively low standards, or to resume the 
stru^le for external markets, £:^ort has been the traditional way. 
As has been seen, successive tides of export have brought increase to 
South West Scot^d and have g^ven its workmen both the habit and 
the aptitude for serving foreigners. Colonial supplies, tobacco, cotton 
goods and textiles of Itigh quality, ships and engineering exports have 
figured prominently at different times. But of these, engfTi«»<»ring 
alone has shown resilience in the rewnt depression. In the a^regate, 
the pre-war volume of external trade will be quite inadequate to main- 
tain fiffi activity in Scotland after the war. Some new and far-reaching 
planning measures will be needed. 

In what follows a certain compromise is to be recommended. The 
national reconstruction plan envisaged here provides for two planning 

* For Ae outUne of sudi a ppogramm^ see p. 3*7. 



agendes workmg side by side, each of which would take a share in the 
remedy. The first, descen^g from the Industrial and F-rnnpmtV 
Parliament with Regional Planning Commission^ as chief’ co- 
ordinators, would be responsible for die share of the plan laundied by 
private industry. So long as Private Enterprise is to be maintainpd^ 
this agency will be the spear-point of industrial planning. But if it 
does not succeed in establishing full employment, the s econd agent^ — 
a Government organisation under a hBnistry of Labour and National 
Industry — will completely fill the gap. 

The compromise proposed is one under which the Planning Com- 
missioners, with private industry as dieir army, would nndpitalrp a 
campmgn for export. This would be their spec^ field ; and no other 
planning body would be concerned with it. Success in the tam p ai g n 
for foreign markets would diminish the need for expansion of a self- 
sufficiency basis. But die Planning Commissioners would promote 
bodi lines at once, so that if foreign sales could not be devebped 
enough, home:Consumption industries would be expanded to absorb 
surplus labour. Finally, in order to make sure that ^ workers would 
be re-employed, the hfinistry of Labour would set up State Industries. 
Men engaged in them would work for one another in a virtually closed 
system. All State works would, however, be organised as training 
plants which after a certain stage mi^t be sold to private industry. 

The weight of the task before the two planning organisations will 
become evident from an analysis of the industrial structure of South 
West Scotland. It will be necessary, further, to attempt some forecast 
of conditions in this area three or four years after die war. 

Industries of the Clyde 

The trade of South West Scotland depends ^ely on one huge 
“ mdustrial pyramid ”. At the peak is the Shipbuildmg mdustry. 
Supporting this is Marine Engmeering, which in turn depends on 
various branches of General Engineering. These rest on die extensive 
local Iron and Steel mdustry ; and as a general foundation for all, there 
is the Coal industry stretdting across Lanarkshire and Ayrshire. 

According to the Census figures for 1930 and 1935, these industries 
together employ about 40 per cent, of the insured employed workers 
covered by the returns for West Central Scotland. Indirecdy they 
provide a living for many more workers in consumption-goods trades. 
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Apart from Distribution, Transport, Building and Contracting, and 
die Textile Clothing and Catering trades which themselves derive 
considerable strength from the pyramid described, there are no other 
industries which afford any substantial employment. 

As regards the income earned by the above heavy industries, it is 
correspondingly large. Of the aggregate “net output" for West 
Scotland, the share attributed to Shipbuilding, Engineer- 
ing, Iron and Steel and Coalmining was 42 per cent, in 1930 and 
36 per cent, in 1935. Whenever trade declines, the income received 
by this group fells sharply ; and while it becomes a smaller propor- 
tion of the total for the districii it drags down the total seriously 
with its fell. 

The prosperity of the whole Clyde district thus depends primarily 
on the fortunes of the Big Four. In the past it has not always been a 
healthy dependence. The range of trade has been narrowly restricted, 
and the failure of the main exports has been uncompensated by the 
growth of others. Still more important, all the industries mentioned are 
associated with the production of capital equipment. Shipbuilding 
provides equipment for Shipping; the Engineering trades supply 
mechanical pirat for die industrid system as a whole ; die Iron and 
Steel Trades produce materials for Engineering and Shipbuilding, 
together with rails, tubes and castings used in capital development ; 
and the Coalmines of South West Scotland serve diese industries and 
largely share their fortunes. 

As is well known, the demand for capital equipment fluctuates 
much more violendy than die demand for consumption goods. Even 
in peacetime the rise and fell is extreme. When to die ordinary swing 
caused by the trade cycle there is added the effect of a war, with 
its special demands for both capiml equipment and steel weapons, 
the fluctuation becomes immeasurably increased. It is this factor 
^ove all which has made die economy of South West Scodand 
insecure. 


The Bisk of Post-JFar Depression 

An estimate of the cost in terras of unemployment of any post-war 
Mure to plan will be not mudi more than speculation ; neverdieless 
there may be value in considering the possible magnitude of die threat 
to this area and of the tasks ahead. 



(a) ShipbrnUing. — After the last war, ship replacement reached its 
high point rather more than two years after the Armistice. At the end 
of the first quarter of 1921, 1,345,864 tons of merdiant shipping were 
under construction in Glasgow and Greenock. By the end of the third 
quarter of 1923 the figure had fiillen to 468,754 tons. 

A sunilar drop of two-thirds is not improbable after the present 
war, unless the Government intervenes. Replacement will be rapid. 
Under the stimulus of war, shipbuilding capacity is b<»in g in 

all parts of the world except in certain ports where bombs have the 
ascendancy. The eiqtansion is on a scale necessary to Tna1r<> good an 
enormous wastage ; and unless loth ships and shipbuilding capadty 
are extensively destroyed as the war develops, replacement will be as 
swift as in 1919-21. If shipping firms insist on quality and refuse 
mass-produced vessels, the period of rd>uilding may be lengthened ; 
hut the peak of acdvity will certainly be reached in less than two years 
and may come even within twelve months. The extent of the de- 
pression thereafter will depend primarily on what action the Govern- 
ment takes. 

Were employment in Shipbuilding and Shiprepairing to fall by 
two-thirds, the number thrown out of work would be nearly 30,000 in 
the South West of Scotland. 

(b) Engiaeerwg, — Engineering as a whole has suffered less than 
Shipbuilding during the ^t twenty years, but in the Glasgow area it 
employs a much latter staff and its depression is equally disastrous. If 
the former post-war experience is repeated, tens of thousands will be 
discharged within three years of the Armistice. In the slump of i92r-2 
the proportion of insured engineers without employment in Great 
Britain was approximately a quarter for more than a year. 

Two factors will work in opposite directions to raise or reduce this 
figure in the coming aftermadi. On the one hand, there has been a 
greater 'extension of the Engineering industry for war purposes on this 
prpasinn^ and the subsequent shrinkage will tend to be more extreme. 
On the other hand, there is a mudi larger taric of capital replacement 
in prospect, and it may cover a longer period. Moreover, if foreign 
devastated areas are restored with the aid of British loans made in kind, 
British F-ngitioffring will greatly benefit. Such a suggestion only 
emphasises once more the extent to which Government action may 
affect prosperity. 
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Loss of work by a quarter of the Engineering labour engaged in 
South West Scotland would add more than 25,000 to the imemploy- 

^l^^ron andSteeL-Vig-ison production on the Qyde has steadily 
fallen and now accounts for not more than 10 per cent, of the total 
employment capacity of the Iron and Steel industry in this zone. Steel 
m^u^tuie has fered better, but its secular trend is not easily discerned 

owing to the abnormal inflation of demand through rearmament. The 

employment capacity of steel plants in the survey area feU from 19,142 
employees in June 1924 to 14,025 in June 1930, and but for the war 
there mi^t have been little recovery. In June 1940 the number 
engaged had risen to 21,715. 

Unemployment in British steel and iron manufecture exceeded 40 
per cent, in December 1921. The percentage is not likely to be less 
after this war once world-wide capital replacement is complete, unless 
comprehensive measures are taken for the planning of investment. In 
default of these, at least 10,000 workers in the Clyde branch of the trade 
are likely to become unemployed. 

(d) Coalminmg . — ^The recent history of coalmining in South West 
Scotiand is dismal indeed. Even in the war year 1940 the number of 
insured workers employed was less than half the figure reached in 1924. 
The main cause cannot be remedied, namely, the exhaustion of many 
Lanarkshire mines. But this by no means implies that there is nothug 
to be done for the ejected workers or the remaining mines. 

A forecast of the probable extent of unemployment in the south- 
western coalfields is scarcely aided by a comparison with former 
eiq>erience, for there was a protracted dearth of coal after the last war 
due to special causes. An optimistic estimate of the number of un- 
employed coalminers in the area following tiie third year of peace — 
again in the event of public inaction — might place the figure at 5000. 


From the four industries alone, the aggregate number of workless 
after the replacement boom may thus exceed 70,000. If there be added, 
®®y, 35 ,°®° unemployed “ by contagion ” and a somewhat greater 
nu^er discharged for other causes, the figure rises to a level in the 
neighbourhood of 150,000, implying that in the survey area about 20 
per cent, of the workers will be unemployed. 

It was argued earlier that so huge a local problem could not be 
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faced effectively without a regional plan. But it was not implied that 
a regional plm alone would serve. The function of a specialised local 
programme is to absorb the unemployed r em aining after the national 
plan has been driven to its furth^t limit. In preparation for such a 
programme the first stap is to decide how far dm intensity of the local 
depression may be diminished by national measures. 

The Effect of the National Plan 

The spread of unemployment from capital-equipment industries 
to consumpdon-goods industries can be prevented if the consumption 
of the newly unemployed is well sustained and if that of other con- 
sumers is raised. Schemes to diis end, it will be recalled, comprise not 
only the measures described in the last chapter for improving the 
standard of living, but also the repayment of war credits, t^ reduction 
of rates through Exchequer grants, and social, educational, travel and 
welfare schemes of many kinds. The swelling of consumers’ incomes 
is easily accomplished if it is politically favoured ; and when consumers 
spend mote, consumption industries inevitably expand. This will be 
true of the consumption industdies of the Qyde, which must be 
assumed to be steadily expanding despite the inescapable shrinkage of 
the steel-making and sted-using industries. The regional plan may 
therefore be focussed on the 70,000 employees of heavy industry who 
are liable to be discharged. 

The re^onal plan will not be required to cater for the whole 
70,000, but only for about half this number. The larger national 
industrial schemes will be designed to assist all four heavy industries in 
some degree.. As regards Shipbuilding, the national plan proposed 
i prliifipg an arrangement for stabilising the combined demand for naval 
atiH passenger ships. It provides for the control of main-line ca^o 
traffic by a public corporation which would be required to maintain a 
pnnstanf rate of replacement. And the regulation of investment in 
tramp shipping is recommended as the basis of one of several possible 
schemes. 

If the ripmanri for ships is stabilised, a new stability will be imparted 
to Marine KnginPPring and, in some degree, to the Iron and Steel 

industry of the Clyde. 1, 1 

General EnginPPrin g, it has been suggested, mi^t be aided by loans 
to foreign countries made in terms of ei^ineering products. And 
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ereater security could be assured to this industry by die plan^g of 
Vestment in aU the major capilal-using groups : railways and oAer 
inland transport^ mining, metal manufecture, cotton and other textiles, 

aeri^ture, building and contracting. , ^ . , , 

Coalmining would indirectly derive benefit firom such schemes, 
and would gain still more from the increase of consumers* incomes. 


The regional plan would be intended to employ workers who were 
not absorbed by these nation-wide measures. The number may for 
illustration be given as 40,000. One important part of the regional 
plan has already been discussed, namely, the launching of public works 
by the Local Councils. As noted, however, these would be stop-gap 
yrliwnpe /jpcigtKvt mainly to give time for' the development of long- 
range plans. The more permanent projects made under the Regioi^ 
Plan would be org?mised partly by private industry through the 
Regional Commisaoners and partly by the State Industries set up 
under the Ministty of Labour. 


Private Industry 

E^ort, it has been said, promises the highest degree of specialisa- 
tion and efficiency if strong markets can be found, and should therefore 
be favoured as the first aim of the planning. To diis end it would be 
sound to establish a regional industrial conference for each industry. 
The “ region ”, for private industrial planning, mi^t suitably be the 
whole of Scotland. 

The purpose of each regional conference would be to supplement 
all national plans for the industry by private local initiative. The 
possibilities for action have been discussed in Part IQ. They include 
co-operation for capturing markets abroad ; co-operation with allied 
industries in organising exhibitions at home and abroad; joint 
research; joint training of personnel; the creation of tppbnii^l 
consultancy services ; standardisation of materials and products ; 
action to secure improved credit facilities for home and foreign trade ; 
and financial amalgamation. In the sphere of export, in particular, 
there is much scope for corporate action in advertisement ; the hold- 
ing of reserve stocks abroad ; the appointment of foreign agents to 
sewe the whole industry; research into the marketing methods of 
other countries ; enquiries into the special features of foreign markets 
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and the peculiarities of their demand ; the arrangement of contact 
between manufecturer and ultimate buyer ; digspmingtin^ of know- 
ledge concerning methods of avoiding the risks of foreign trade, in 
particular, the risks of exchange fluctuations and de&ult on the part of 
buyers j the issue of reports on the records of foreign agents j experi- 
ment in new designs and s^les likely to appeal to foreign consiwipn ; 
price agreements iSec^g exports ; and co-operation with the Govern- 
ment and national planning organisations. 

It would be the function of the Regional P lanning Commissioner 
to promote activity along such lines. If there were success, the figure 
of 40,000 which has been assumed as the number of workers to be 
transferred to consumption-goo^ industries would be substantially 
reduced, though it would not be likely to fall below 30,000. 

The absorption of the rest of the labour would call for the deliberate 
construction of new consumption-goods factories — in anticipation of 
the rise in consumers’ demand — or the expansion of existing works. 
The task of the Regional Planning Commissioner in this connection 
would be to decide what new industries would thrive in the Glasgow 
area, and to promote their development. For instance, Glasgow 
should be a natural home for the Motor industry. Every aptitude 
required for the production and assembly of engines and machine parts 
has been developed through generations of experience. Transport 
facilities are unequalled. Raw materials are supplied by local iron and 
steel and engineering works covering all needs. The large northern 
markets are at hand. As proof of the potentialities of this area it may 
be added that it contains already a Rolls Royce plants together with the 
Albion and the Leyland works. 

Radio production might be developed in the district to employ 
women. The manufecture of light vehicles would be much fevoured, 
as would watch-making and any other trade requiring mechanical 
precision. The scope seems virtually limidess. Within the last few 
years before the war, the manufactures introduced into Scottish 
“special areas” included Furniture and Upholstery, C^inets and 
Fittings for Shops, Show Cases, Confectionery, Specialised Foods, 
Biscuits, Margarine, Bricks, Timber Houses, ^estos Cement Pro- 
ducts, Clothing, Felt, Glazed Kid Leather, Shoe Polishes and Chemi- 
cals, Cycles and Accordions. Wartime effort has added many other 
manufactures to this list. 

VOL. I 
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Scotland has had considerable experience in organised planning 
for the attraction of new industry. In the sphere of industrial expansion 
the chief result has been the development of Trading Estates. The 
Hillington Estate near Renfrew Aerodrome was financed from the 
SpedS Areas Fund, money being lent to the Estates Company without 
interest for five years and at 4 per cent, thereafter. Factories were 
btult for the most part in large blocks of standard units, though “ nest ” 
factories were introduced for smaller firms. By the end of September 
1938, 67 tpniints had been found for the 103 plants then erected. The 
estate was expected to provide for iy,ooo workpeople when fully 
developed. Followmg Ae successful experiment at Hillington, the 
Lanarkshire Industtial Estates have been formed in the coalmining and 
iron and steel areas of Caifin, Chapelhall and Larkhall, their combined 
employment capadty being expected to rise to 3000. 

These precedents give ^e strongest ground for optimism. So long 
as the funds for similar devebpment are ample, and are available in 
good times as well as in bad, the task of expanding consumption-goods 
industries in the Clyde area will be much simplified. 


Finance fir Laced Development 

Although support from the national Exchequer may be necessary 
to meet the initial costs of establishing new concerns, subsequent 
development may more suitably be on the basis of locally raised capital. 
An important step has been taken in Scotland through the formation of 
die Scottish Development Financial Trust Limited, a company which 
is designed, according to a report of the Scottish Economic Committee, 
“ to assist in providing funds necessary for the development of new, 
or die maintenance and expansion of exis ting industries, which are 
found on examination to be worthy of support, but are so situated as to 
be unable to obtain financial accommodation through the normal 

The provmon of finance is one main function of an organisation 
for local development. A Trust such as die above might, however, 
suitably extend its range of action to include the training of manage- 
ment and personnel for makmg use of the capital supplied. Regional 
planning organisation requires for ite completion ; 

(i) The founding of colleges for training business managers. 
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(2) Eicploration of markets. 

(3) The sohciting of aid from local oiganisadons of buyers — 
merchants, brokers and retailers — in promoting wistnni for new 
firms and trades. 

(4) The formation of a consultancy service for giving advice to newly 
estabh'shed units. 

State Industries 

If the foregoing programme were fully effective, only a email 
frmge of unemployment mi^t remain for special treatment. The 
programme is not slight^ comprising, as it does, extensive plans for 
steadily increasing consumers’ incomes; national measures for 
assisting Engineering, Iron and Steel, Shipbuilding and other capital- 
equipment industries by the planning of investment; a housing 
campaign ; special schemes for promoting “ e:q>ort ” in eacdi industry ; 
and regional plans for attracting, financing and securing markets for 
new consumption-goods industries. Nevertheless, much of the pro- 
gramme depends on private initiative ; and although diis may be 
sustained by public subsidy and stimulated by permanent plaiming 
organisation, ^ere is no finality in it. The responsibility for success 
still fiills on the State. And a State whidi acknowledges the duty of 
providing work for every citizen must have in reserve, imder its own 
direct control, a plan that is infrllible. 

Such a plan, it is suggested, should be administered by an enlarged 
Ministry of Labour and National Industry.* It would consist in the 
formation of State works capable of offering training employment to 
every applicant, whatever his former trade or personal condition. 
Preparadons for the scheme would begin soon after the Armisdee, but 
they would not need to be complete dll the end of the “ replacement 
boom ” two or three years later. The actual erecdon of factories would 
fak«» place as soon as the boom showed signs of breaking, and would 
itself extend the period of replacement. Each factory would be 
arranged to take small numbers or large, and, when eqiupped, would 
open as soon as there was any appreciable call for it. 

< Ilie uadedyiag this scheme is derived fiom the subsistence pcoduetlon 

plans developed In MonmoudisbiK and in du Wigan district befon die var. 

a The fiir svactiiae puiposes by the Ministiy of Labour and 

National Service provide a system whidi If expanded and developed ooidd be made to indude 
most of the activities proposed for the State Industries. 
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The Ministry possesses already the basic data necessary to show 
what kinds of production to undertake arid what plant to mstaU. The 
State fectories would manufacture all those items in a workman’s 
femUy budget which could be produced by people without extensive 
f ni-nin g ; and the full range of these items is already revealed in some 
thousands of budgets gathered by the Ministry in an enquiry under- 
taken before the war. , , i. ,1 r 

Since the State Industries are intended to form a closed system lor 
mutual support, the boundaries of each separately administered 
district should include all kinds of production duly proportioned. 
With this in view, three areas in North and West Scotland might be 
assodfited ; the Qyde shipbuilding and steel-making belt ; the coal- 
fields of Lanarkshire and Ayrshire ; and the Highlands and Islands. 
These, combined into one district, would give the Ministry’s local 
Controller a thoroughly balanced zone. Administration by district 
would not preclude the exchange of goods across the district boundaries, 
but there would clearly be advantage in arranging each administrative 
zone to be largely self-sufficient. 

No system in modem times can become completely closed, how- 
ever, if it is to provide what are now the recognised needs of civilised 
life. The problem of cost, for the purchase of" imports ’’, inevitably 
arises. In particular there will be the initial e:q)ense of capital 
equipment, ffie subsequent interest, and the continumg cost of raw 
materials and transport. 

Li the scheme proposed the State will pay for the equipment, 
reserving the possibility of selling it later to private industry. Payment 
for raw materials, transport and a low interest rate will be made by the 
purchaser. The purchaser is, of course, a worker in the closed system j 
and his wages are to be partly cash, pardy notes expressed in hours of 
work. The cash will equal insurance benefit (which all men will get 
even though they refuse work in State Industries) ; and the notes will 
be issued according to hoiua worked or accounted for on a piece-rate 
system. The selling-price of every article wiU be expressed as a sum of 
money, covering the cost of materials, transport and interest, plus a 
niunba of hour-notes. Exceptions to this method might be made at 
discretion j but any considerable departure from the rule of paying 
^ges partly in hour-notes, and likewise expressing prices partly in 
hour-notes, will destroy the assurance of a market for the State goods. 



For if wages are paid in money alone, they can be used wholly for 
buying goods other than those produced by the State Industries. 

Tht Ctirrenty System 

The cunency, price and wages system must be considered from the 
point of view of the employee, the accounts of the State 
and the Government. 

For the employee, the system of payment and p ricing wiU closely 
resemble the wartime “ points ” rationing scheme. In buying any 
article he will have to pay both money and, in the form of hour-notes, 
points. In terms of money all articles will be extremely cheap — the 
money charge being about half the private-market price. Hence the 
mote hour-notes an employee possesses the more cheap goods he can 
buy, and the greater will be the real value of his income. In other 
words, his real wage will rise in proportion to hours worked. 

His money income, being equal to unemployment benefit, will 
include a margin sufficient to cover rent and cWges for services and 
goods not supplied by the State Industries. 

The tradmg account of the State Industries should if possible be 
made to balance without substantial profit or loss. Gross receipts will 
include a money amount equal to the aggregate money price of all goods 
sold, and should be adequate to meet all money outgoings. This 
means that articles sold will need to be priced in such a way that the 
money charge for each ardcle is about equal to the mon^ cost involved 
in its production. If some articles are sold below money cost, the 
prices of other arddes must be raised in compensadon. 

S imilar ly the aggregate reedpts in hour-notes must balance the 
aggregate outlay in hour-notes. If in the produedon of certain goods 
an avert^e of ten hour^notes is paid per unit of output, the goods must 
be priced at ten hour-notes per imit in addidon to the money charge. 
A gain, any deliberate reduedon of the hour-note price of a particular 
ardcle will be compensated by the raising of the hour-note prices of 
others. 

If the trading account balances without profit or loss, the cost of 
the gnlipm<> to the State, apart from the inidal capital outlay, will equal 
the a gg r fg^tp unemp loyment benefit paid to the employees. The 
sdieme will cost the State more than this sum if the money prices 
charged for the State goods fails to cover the interest charge incurred 
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bv the State for the initial capital outlay, or if a money loss is show in 
the Hading account. A profit on this account - permissible perhaps 
if the staff of the State Industries pass the training stage and become 
proficient — wfll of course reduce the cost to the State below aggregate 
unemployment benefit. 

Loeation of Ae Industries 

State Industries, it is proposed, should be equipped with up-to- 
date machineiy in order to give training in advanced methods of 
production. Each plant would be of such efiicient design and lay-out 
as to be easily marketable, and conditions of mdustrial hygiene, light 
and space would be as nearly ideal as environment would permit. As 
for location, the siting of fectories in towns would necessarily observe 
town-planning arrangements, but subject to this their posdon would 
be arranged for the convenience of the unemployed applying to the 
local Employment Exchanges. Li some areas two or even three 
Byphangwi might be associated, sharing a common interest in the local 
State works. Any unemployed person applying to one of the Ex- 
changes, if unable to find work in private industry, would be referred 
at once to the Labour Department of the local State works where he 
would be offered a choice of training employments suited to his 
abilities. In the Glasgow area some fifteen or twenty plants might be 
established, to provide employment for 30,000 workers. 

. Li the coalfields similar composite works would be established for 
producing a wide variety of commonly consumed goods, and these 
might be allied with snudl-holdings for supplying veget^les, dairy 
produce, fruit and other products of intensive farmmg. Under the 
general scheme for the Coal industry it is proposed that (in the event 
of failure to nationalise the entire industry) the State should be 
empowered to take over any mine that would otherwise be closed. 
The mine would be treated as a State Industry, special machinery being 
introduced to complete the exhaustion of its seams, and employment 
being given to workers on conditions not less sati^ctory than they 
had previously experienced. The coal extracted would be distributed 
to other parts of the closed system for sale at prices fixed in terms 
partly of money and pardy of hour-notes, and the miners would be 
paid in th^ two forms of currency. State Industry supplies would be 
made available at the ni in e s x 
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When a mine had become completely exhausted, the other State 
Industries in the area would be extended. As elsewhere, works would 
be sold whenever a private purchaser offered a fair price. Small- 
holdings mi^t be tak^ over petmanendy at a rent by any ex-miners 
who felt able to compete in the ordinary market. 

As regards the Highlands and Islands, the details of the programme 
would be extremely varied, but the principles are dear. The fimcdon 
of the State organisation would be to develop a system of barter 
whereby the produce of State works on the Clyde would be wcrbangpii 
for the agricultural or other supplies of tiie crofters. Different methods 
mi^t be adopted for effecting the exchange. One would be to have a 
dearing agency in each area for buying the crofters’ output and 
bartering it for such State products as-were assured of a market amoi^ 
crofters. Another method would be to establish new settiements in 
Highland areas where unemployment was heavy, and form them into 
trading estates. The State organisation would provide markets for 
the produce of these estates, agdn by barter arrangements involving 
the acceptance by the estates of Government produce ftom the Clyde. 
All exdranges on a basis of barter could be made of course without tiie 
use of hour-notes, and this system of currency might be exduded from 
the programme for the Highlands and Islands . 

The ultinoate aim wodd be m develop the trading estates into 
independent privately-managed businesses. But so long as the State 
remained in control it would distribute the crofters’ output only to 
other parts of the closed system, and would thus avoid competition 
with private farming. 

Salient Issues 

The above plan would become over-wei^ted and would break up 
in chaos if the national arrangements for expanding consumers’ 
fn coTnes were to fail. In such an even^ every transfer of workers to 
State Industries would represent an uncompensated loss to the markets 
of private trade. In order to make the scheme wholly beneficial, 
rnnsiitnin g power will need to be enlarged by an amount equal to tiie 
wages formerly spent by the transferred workers on consumption 
goods. . , - 

If there is a deliberate, statistically regulated raising of consummg 
power, designed to increase consumption swiftly at the end of the 
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The mote the private developmeot 

rSTiirftthecanfotSmteenmtpriae. 

From the wo chapters here ended it ^1 be seen dmt the national 
and regional plans are in reaUty an indivisible unit. Apart from the 
provision of Lids through taxation and new issues of money, every 
principal aspect of the national plan calls for some local action. Loc^ 
com^ are a chief medium whereby the nanonal Government ^ands 
consummg power, whether through social and educational services, or 
through ^ts for the reUef of rates ; industrial conference and 
comiStteS are the instruments for devismg price-fixing schemes 
and supervising their application j the same agencies, municipal and m- 
dustrial, are concerned with housing programme, public works and 
special schemes for aiding Industrie or planning their investment ; and 
although State Industries may have a nation-wide ambit, their organ- 
isation will need to be specially adapted to each region or district. It 
may be helpful to add, in conclusion, a sketch of the national md 
regional plaTining organisation as here conceived, with notes indieting 
the main function of each part of the organisation. 




* The Economic Cabinet^ as supieme executive in all matten of planning, would include the 
Prime hffinisier. Chancellor of the Exchequer, Pcesident of the Boaid of Trader Minister of 
Labour and not mote than three otfaeia. Ibe National Planning Commissioner, who would not 
be a Member of P^liamenq would attend all meetings as adviser. 

* The Treasury hoMs the main responsibility, under the Planning Authori^, for expanding 
consuming power. In this it would receive the advice of foe Indusnial and Economic Parliamenq 
whose Financial Committee would be giving cominuons con^e^ m io fo e Plmned Bud^ 

‘ i Ibe Board of Trade would be responsible ^ all industrial and commercial aspects of the 
plan, apart from foe administering of State Industrie The B^ would submit 

foe Industrial and Economic Parliament. 

* The Council, as Executive of the Industrial and Economic Parliament^ would he the co- 
ordinator of all plans proposed by this body. 
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I CoMMissioNi‘-R«sioMAL CouNOL* (Adviso^r) 



oer would be appomtea by toe wanonai wraimissiuncr 
— !■ Hif fimedon would be lo assbt in the co-ordina- 

be composed of d^t mem^ appointed by the 
lUgiJl? in eonSta&n with Icgcmptoyc rf^ workers orgaiusanons in 

for pl^ng in 

fi. Thev would be the agents of the Rqgional Commissioner, by whom they 

fa°^^Sford^eiidSX^ eiJa^ 4^oom;^AJu ^r^^ ^^ 

^dSTrduS^TtTthe lesponaMliiy of Stale Departments and Local Au^riti^ 

4 ni Commisdoner would have the duty of oigamsmg regional industrial con- 

ferences for each m«n industry, with the object of evolving schemes for promoung aport^ 
research, eflWency, price control and the planning of investment. He would be *e chief mter- 
media^ between die regional conferences and die industrial committees of the Industrial and 


s The Finance and Development Commissioner would be the agent for sustaining work 
sudi as the Scotdsh Development CouncU has undertaken, his tasks being to iinuce lo^ 


fester all «-nii«lirin.w -which will improve the fadlides ofiered by the region to industry. 
“Educadon for budness”, and the selection and support of individuals potentially capable of 
leaderdiip in industry, would £dl within Ids province. 

‘ The ConM W>lfaH i rjiminiwinn w would take over and extend all devebpment formerly 
inrtiMlwi by the Commisdoner for Spedal Areas under the heading ” Social Services ”. 



CHAPTER XXm 


The “ Unemployable ” 

In the first twelve months of the present war the Ministry of Labour 
and National Service instituted a system for examining all people whose 
records showed that they had been unemployed for more f^an fou^ 
weeks. The main purpose was to discover by what meanc the long- 
unemployed might be drawn into wartime industry. Three methods 
of reconditioning were available : the provision of light work by 
employers ; special instruction for en^eering and odier wartime 
work ; and courses at technicai training colleges.* Unemployed 
people who seemed unable to benefit from any of these m(^hf>ds, i<nfi 
were not likely to qualify for fuU-dme paid occupation of any kind, 
have been placed in a new category. Their files are tabbed with the 
mark UNA, which means " unallocated This implies no change in 
their finandal position and they are not excluded from employment, 
but the new classification indicates that they are deemed incapable of 
passing the tests for ordinary remunerated work. 

The problem presented ^ the unemployed in this group is rightly 
declared to be no longer economic, inasmuch as many of these citizens 
are not part of industry’s labour reserve and caimot be restored to work 
through economic measures for expanding trade. The problem is said 
to be “ social This equally is true, and from the point of view of 
evolving sound remedies it is helpful to segregate all groups which call 
for specialised treatment. Nevmiheless, there is profound danger in 
setting aside any body of people ; for instead of being specially treated 
they may be permanently di sregarded. Such a risk must be fought 
implacably. The sufferers are in feet unemployed. They form part of 
the problem of unemployment. The line between them and the fully 
employable is vague and shifting, for as soon as the stimulus of boom- 
ing trade vanishes tb^ir ranks will grow — not because the men them- 
selves immediately change but because the tests of fitness for work 
griffon- The more serious the slump the larger will become the 

> Towards the end of 1941 there waa added a special scheme for the ttaining and Ksetdement 

of disabled people. 
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residue of disquaMed people.* If the Government is allowed to ignore 
them by the expedient of labelling them separately, there may be no 
limit to its evasion. , , . , . . , 

More positively, the Government which is to be trusted is that 
which has set itself the task of probing the uttermost comer of un- 
employment. Unemployment is not easily overcome. Before the war 
British Governments in a long succession were completely worsted 
by it. The reason was partly that they did not recognise the principle 
drat employment depends on spending ; but there was also a lack of 
sheer purpose. Inflexible, indomitable will is the quality needed if un- 
employment is to be swept away. The attitude to applaud in future is 
that which regards the title to work as an absolute, personal, constitu- 
tional ri ght of every citizen, and is resolved that the right shall exist. 


The Nature of die Problem 

Through the courtesy of the Scottish Divisional Controller of 
Employment and Ins urance and hb staff in Glasgow, an analysis has 
been made of the files of 157 men and women placed in the “un- 
allocated ” class. Nearly four-fifths of this number were stated to be 
unfit for work at least partly on account of chronic illness or other 
physical defect, the proportion being about the same for men and 
women. Rheumatism, poor eyesight, heart weakness, injury to limb, 
small stature and gene^ debility were among the defects stated. Poor 
mentality was mendoned in about 7 per cent, of the cases. 

A large contributory cause was old age. Of the 127 men’s files 
examined, 57 showed the unallocated person to be over sixty years of 
age. And in 37 cases old age was specifically recorded as one of the 
main reasons for incapacity for work. 

At one Exchange “ prolonged unemployment ’* was given as the 
cause of unfitness in 17 out of 28 cases examined. This factor was not 
expliddy noted elsewhere, but all officials agreed that unemployabili^ 
is the direct outcome of protracted worklessness. If it were possible 
to abolish slumps, they say, the problem of the “ hard core ’’ of 
unemployment would dwindle rapidly. 


T,... °° ” ‘M*. «>« **7,*39 nien and boya whoUy unemployed in Gieat 

interviewing panels as unsuitable for ordinary industrial 
the number so clasdfied had iaUen to 



CB. XXIII THE *' UNEMPLOYABLE ’’ jjj 

Long unemployment is often associated -with some accidental, 
aggravating cause in reducing the “unemployable” to his final 
state. Injury or illness may dwtroy a man’s physical reserves, and 
if light nourishing food is then essential to recovery there is no hope, 
such food being unprocurable with the dole. Long invalidism 
to only one possible form of adjustment, the acceptance of a level of 
activity low enough to be maintained on subsistence pay. Once this 
level has begun to mean security, there is a genuine dtkd of departing 
from it. The “ unemployable ” is justifiably afraid that if he under- 
takes strenuous work and collapses under it, his plight -mil become 
desperate. 

Long unemployment coupled with debt — whether due to accident 
or other cause — can equally produce psychological effects which 
lead to a resigned acceptance of unemployability. It is dishearfsning 
to face the struggle for work if the extra income is to be distrained 
continuously for two or three years. 

Further, protracted unemployment is especially ravaging when 
it falls on men and women who are liable to worry. “ It is the people 
who miaJ who age most ”, it is said. The long unemployed as a d^s 
tend to fail rapidly and to appear much older than their years, but the 
chief sufferers in this respect are those to whom it is morally intoler- 
able to be one of industry’s outcasts. 

A serious aspect of the difficulty which unemployed women meet 
in trying to regain work is that the age at which women are considered 
“ too old ” by employers is often much earlier than the age-limit for 
men. At forty or even less women are rejected, despite their experience, 
in favour of younger workers. It is said, moreover, that women 
decline very rapidly under the mental stress of enforced idleness. 
These considerations indicate not only the degree of suffering imposed, 
but also the wealth of efficient capacity whi^ is -wasted. Indeed the 
future task of providing work for “ unemployable ” women -will be 
much simplified by the high quality of the labour available, if it is 
reabsorbed by special schemes before it has time to deteriorate. 

Another enquiry made in Glasgow with the aid of die Workers’ 
Educational Associadon and the Society of Social Service * -was 

> In addition to the officenoftfacse two Mdeties, Mr. Owen Cuitan gave valued help in the 

enqiiiiy. 
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designed to reveal the imttal mishap which started the unemployable 
on his course. Where possible the subject's life-history was traced 
from this first disaster, the aim being to gain a sufficiently detailed 
appreciation of the causes of unemployabiUty to realise what would be 
the possible remedies. . - 

As might be expected, the enqt^ revealed a great variety of 
interconnected causes operating in different degrees, and few of the 
cases examined could be said to be identical. Nevertheless, if the 
evidence gathered be coupled with that of the investigation published 
under the ritleifcf«* JFithout a fairly comprehensive classification 
of types may be made as follows : 

(i) There is first the purely surgical case, where a man is dis- 
qualified for paid work solely on grounds of defective limbs. (2) The 
purely case is similar, tho^h the treatment required is different. 
(3) Certain types are physical in origin — that is, they arise initially 
from surgical or medical causes — but their consolidation is due to 
psychological developments. (4) Other psychological cases can be 
traced exclusively to the subjects reaction to long unemployment : 
depression, apathy, grievance against society, anxiety leading to 
nervous illness, loss of self-confidence, loss of the power to concentrate, 
feeling of uselessness, fear of breakdown. (5) Then there is the case 
of actual mental breakdown. ((Q There is the quite different case of 
the mentally disordered. (7) And there is the fairly general case of 
premature ageing. (8) Fir^y, there are the refusers ; not apparently 
a high proportion. 

Eiqierimental agencies have in the past shown that suitable work 
can be devised for most of these types. It is proposed therefore to give 
an account of some of the methods used by such s^encies, and in 
conclusion to indicate a composite plan for dealing with the problem of 
the “ unemployable ” in its entirety. 

The Stirgical Case 

Man is endowed with a surplus of limbs and can maintain his 
mechanical efficiency with much less than the full complement. If 
injury is accompanied by any cause of nervous exhaustion, efficiency 
may be impaired for hkvy or prolonged work ; but mampulam>e 
ability is quickly legamed after the first stages of readjustment, and 
« A RepoR made to'the Pilgrim Trus^ Cambridge University Press, 1938. 
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most men -who have been maimed soon recover the capacity to perform 
a wide range of manual tasks. 

Eloquent testimony to this is found in the work of the War Disabled 
Ex-Service Men's Industries and similar organisations. The output of 
these industries includes clothing, rugs, embroidery, tweeds, painted 
fabrics, woodwork and furniture, leather-work, toys, ralpn^ar^ and 
cards, metal-work in brass, copper and chromium plate, brushes and a 
great variety of household goods. Among the articles made by war- 
blinded men at St. Dunstan's are tables, baskets of all stools, 
trays, trolleys, fire-screens, bookcases, lampstands, pedestal cabinets, 
shoe-scrapers, mats and rugs. Some of this work would seem to call 
for greater dexterity and concentradon than many of the machine- 
tending operadons of industry. 

One of the aims of the work is to heal and strengthen defecdve 
limbs. In the Report for 1940 the Lord Roberts hl^oiial Work- 
shops it is said : 

As disdnct from the great financial and moral benefit to die men 
employed in the Workshops, the physical benefit derived is very striking. 
Many men can now be seen at work who have actually recovered the use of 
their limbs and hands. Orthopaedic experts will say that this is because 
the right kind of exerdse has bi^ given to the injured limbs, but perhaps 
the improvement is more due to the employment of the mind on definite 
and interesting work, and the often quite unconscious use of the disabled 
limb to assist the sound one which carries out the main part of the work. 

It can be sated without reserve that a man who retains but one 
finger and thumb is capable of earning a fair wage if he is given the 
right tools. 

Tht MetSeal Case 

Nothing could exceed in complexity the medical and psycholo^cal 
problems which confront die Papwordi Vill^e Setdmnrat for the 
cute of tuberculosis. To this Settlement come in a steady stream 
patiena in every sage of developmwt of the disease. As far as funds 
allow, they are tsikein in and the first treatment is prolonged care in the 

fianfltnriiim. Treatment is in fact useless Unless probnged. A patient 

feels better much before he is truly better ; and his impatience to go 
back to ordinary work must be curbed. 

A fundamenal principle of the cure is that it is necessary to bull 
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up the body’s resistance. Resistance, however, depends on peace of 
i4id as much as on living conditions; and the tubercular patient 
usuaUy lacks the restfbl mind. To his temperamental difficulty may be 
added an economic background such as will destroy any possibiUty of 


ralm. 


He cannon as a rule, earn while at the sanatorium ; but the rent of his 
home must be paid, his wife and family must live, and the resultant bills 
have somehow to be met. His main anxiety is therefore to get back to his 
and — if possible — to his job ; and if he be retained at the sana- 
torium lnng «T than he vdshes, an amdety neurosis may develop. When 
ultimately he finds himself confronted with a desperate situation 

at home. The rent is in arrear, his aedit has been pledged in all directions, 
his wife is in a frenzy and his children need new shoes. For him, prolonged 
treatment is of litde avail. One week of domestic chaos such as this may 
well destroy a year of careful treatment. 

. . . Sometimes prolonged insdmtional treatment produces a breakdown 
of moral fibre, so that the padent develops an inferiority complex. Fear and 
imrptfainty play their part in destroying a personality and in this way the 
most skilled and prolonged treatment may only produce disappointing 
results. 

These two points, both of them of the utmost importance, have been 
met in the Papworth scheme. As soon as a padent is fit for work, he works, 
even if it be for only two hours a day. Later he may be able to do four or 
even six hours a day, and in this he is guided by medical officers who have 
spent years in observing the effect of graduated work upon prognosis. 

And when I say work, I mean real pracdcal work ; the kind of work 
that is done in the world outside. . . .* 


When capable of six or seven hours pec day the patient is con- 
sidered ready to enter the next stage : to become a “ Settler ”, that is, 
an employee of Papworth Industries resident in the village. Wages 
paid to “Settlers” are at Trade Union rates. The commodities 
produced are mainly all forms of woodwork ; all forms of travelling 
goods, both leather and fibre ; and upholstery. In addition there is a 
large and well-equipped printing department a buildmg department 
and certain smaller industries. The processes of production are as 
highly mechanised as possible since machimty compensates disability. 

blarkets for the goods produced are found by the usual commercial 
channels. I^diciaft work is not easily saleable to ordinary markets, 

‘ Demi Maga^ne, Febnoiy 1938. 
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and is therefore- not favoured. The primary aim throughout is to 
restore the dialed to a condition in which they can earn again on 
terms as nearly as possible resembling those which they enjoyed before 
disablement. 

In addition to many unmarried ex-patients, 147 whole famtliAe 
have been rehabilitated at Papworth. 

The Mental Paoent 

Occupational therapy in mental hospitals has a history of not less 
than a hundred years. As early as 1841, Dr. Samuel Tuke, of the 
Retreat, a mental home in York, wrote : 

In turning to the subject of labour in connexion with the management 
of the insane, it is due to the memory of the late Sir William Ellis to bear in 
. mind that to him we are indebted for the first extensive and successful 
experiment to introduce labour systematically into our public asylums. He 
carried it out at Wakefield with a skill, vigour and kindliness towards the 
patients which were alike creditable to his nndarstaniting and his heart. 
He first proved that there was less danger &om putting the spade and the 
hoe into the hands of a large proportion of insane persons than from shuttin g 
them up together in idleness, though under the guards of straps, strait- 
waistcoats or chains. 

He subsequently introduced the system of labour into Hanwell ; and 
now the same system has been carried out still more extensively in several 
of the asylums in Scotland. 

On visiting most of these institutions in the autunm of 1838 ... we 
found, at Perth, Dundee and Aberdeen, the men’s wards nearly empty, so 
large a proportion of their imnates were in one way or other engag^ in 
labour. ... At Dundee, at nine in die morning, out of fifty-seven men 
patients of the lower dass, twelve were engaged in stone-breaking, eight in 
gar dening, thirtHen in weaving, one in tailoring, two as shoe-makers, whilst 
a few were engaged in the preparation of tow for spinning, and several in 
various services of the house. 

In Aberdeen Asylum, in which the labour system is extensively intro- 
duced, we were particularly pleased with the state of the lowest dass of 
women patients — chiefly in an idiotic and demented state. All of these 
but one, and she was in a state of temporary active mania, were employed 
in picking wool or some other simple occupation. . . . Those dismal- 
looking objects c ringin g in the comers of the rooms or squatting on the 
ground almost lost to human form, are here not to be seen.* 

* Reptoduced fiom the Foiewoid by Dr. William Rees-Thomas to We Ocb9»«i«/ 
Titamut t^MmailUnta, by Dr. J. Irison Russell, 193*- 

VOL. I * 
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Li 1933 the Board of Control gave a strong lead to British Mental 
Hospitals by issuing a Memorandum on Occupation Therapy for Mental 
Patients in.wWch the Board declared that “ the activities felling under 
the of occupation therapy are so many and diverse that no 

difficulty should be found m bringing into the scheme all patients who 
are not actually infirm or seriously ill, or who, for mental reasons, are 
temporarily unfit to associate wiA the patients undergoing group or 
individual treatment On the figures avaUable, more than 80 per cent 
of die patients m a mental hospi^ should come within die scope of the 
method.” It is true that occupational therapy covers recreational and 
social activities which are unproductive of services or goods ; never- 
theless the term in general implies fimess for fruitful labour. It seems 
reasonable to suggest that any patient who is sane enough to have a 
conscious detire for work can be enabled to employ his hwds in ways 
that will aid his mental recovery, and that in many cases he can be 
employed gainfully. 

Among the hospitals which have developed occupations is the 
North Biffing Mental Hospital, York, where the activities in peace days 
included the ferming of a 350-acre estate, from which the institution’s 
own meat, milk, vegetables and fruit were wholly supplied ; mainten- 
ance work of engineering services and hospital buildings ; the produc- 
tion of clothing and boots and shoes ; upholstery and the manufacture 
and repair of bedding, and various kinds of arts and crafts. The 
Medical Superintendent^ Dr. }. Ivison Russell, has published a manual, 
dted above, on the occupational treatment of mentffi illness, describing 
in careful detail the forms of work which are appropriate to different 
types of patient. This manual would in feet provide an ideal hand- 
book for any officer in charge of a State works for occupying sane 
men who have developed fear, neurosis or other cause of inhibition. 

The P^hological Case 

Men who are not disqualified for paid employment on medical, 
surreal or mental grounds may nevertheless be rejected by industry 
by reason of temperament or because they have lost cnnfil^<»nr<» or the 
power to concentrate. The remedy for such people may be through 
a ^gle ejttensive organisation with many branches and a large staff 
^ed in the arts of practical psychology ; or it could be achieved, 
if there were enough voluntary organisers, through clubs of varying 
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types. In the survey entitled Men Witkota Work prominence is given 
to the Lincob People’s Se^ce Qub, which has had notable simcess 
with peculiarly dif^lt cases. The central idea of the dub is com- 
munal service. The members work primarily, not for themselves, but 
for some outside social organisation. When a large pn^er p r ise is 
contemplated on behalf of some other body — for wrample^ the maTring 
of playground equipment for the Rhondda or sets of tables for Dock- 
land Settlement Day Nursery or the Peckham Nursery School it 

is the rule that representatives first visit the Qub. When die work is 
done, an elected deputation makes the presentation. 

It is recognised that success has depended largely on the mspiiadon 
and keenness of the dub organisers, and that the same carmot 
be reproduced easily elsewhere. Eiqierience in Glasgow suggests 
that no matter how keen and well-informed the responsible Club 
Committee may be, there is little assurance of success unless the club 
is fortunate in havmg an efiEident and inspired leader^-a somewhat 
rare type. The chief defect of voluntary dubs as a means of dealmg 
with difficult cases is that there are not enough of them. 

A State Plan 

It is necessary to define agam the limits of the task which is here 
confronted. The plan to be proposed is one which will provide work 
fir all who want it. No State can undertake to convert every ddzen to 
the desire to work. It can, and should, offer to assist all people who 
need temperamental adjustment ; but it cannot guarantee mvariable 
success. The utmost that can be couched m the form of a definite 
undertakmg is that no dtizen who presents himself for work on terms 
which sad^ the majority of his equals shall go unempbyed. 

Furthermore, the guarantee to mai who are rejected by private 
trade can be fulfilled otdy if private trade itself is sustamed. The basic 
assumpdon m what follows is that an effident nadonal plan easts for 
the steady «»vpansion of general trade. It is further assumed that a 
scheme of State Industries is m bemg, as described m the last chapter. 
The method proposed for rescumg, restoring and employbg the 
“ unemployable ’’ is, b bet, to set up a spedal branch of these State 
Industries. 



340 


regional planning 


PT. IV 


State {Part-Time) Industries 

Two kinds of Government works are contemphted. The State 
Industries proper, in the scheme proposed, will be developed on the 
pattern of the most modem competitive factories. Their function will 
be to absorb unemployed people capable of an eight-hour day, and to 
re-train them for some type of labour for which demand is rismg. 
While formmg a closed S3ratem and avoiding competition with private 
industry, they will nevertheless supply industry with new labour. For 
workers they constitute a stepping-stone to ordinary employment. 

The second type of State works is for those who are incapable, 
temporarily or permanently, of a foil day’s work. These State (Part- 
Time) Industries will be staffed by instmctors who either have a gift 
for contact or have developed skill through the study of 

psychology or occupational therapy. The great majority of the 
“ unemployable ” vdll be taken into these part-time works, where they 
will be ^ven occupation suited to their condition and abilities. In 
general, the aim of such works would be likewise to train every 
entrant for return to private industry. The best society for any man 
is one which is well-bdanced. He should not stay in a sick community 
longer than is absolutely essential for restoration of health and nerve. 
Exceptions to this rule are old people and the permanently infirm ; 
but even in these cases it would be sound to avoid an atmosphere of 
invalidism by intermingling diem where possible with the relatively 
hale. 


The Prevention ofVnemph^abUity 

In the scheme advocated, ev^ hospital in Great Britain will be 
associated with a branch of the State (Part-Time) Industries.* Men 
and women who are fit to leave hospital but not yet strong enough to 
do a full day’s work will be allowed to enter these Industries for such 
hours as the medical officer advises. The Hospital Almoner’s Depart- 


> The Basis for a scheme such as the one here lecominended is to be found already in the 
for die “ naming and resettlement of disabled persons " intiodu^ in 1941 by the Ministry 
I^our and National Service. Under this plan it is intended that Ministry officials shall visit 
dlsabied patients while they are sdll in hospital and discuss vdth them their fuure nainloi». When 
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meat will maintain contact with every case until satisfied that recovery 
is complete. 

It will he for the State (Part-Time) Industries to attempt to pl ac e 
the ex-padent in a job in his former trade. If there is no openmg, he 
will be transferred to the State Industries proper for re-training in some 
other occupation. 

The surgical case may call for protracted treatment till the full use 
of limbs h^ been recovered. Orthopaedic experts and osteopaths 
would be attached to each branch of the State (Part-Time) Industries 
to give advice on suitable forms of remedial l^our. When any ex- 
patient had recovered the hipest degree of efficiency which seemed to 
be within his reach, a medical board would classify him. The classifi- 
cation would denote the nuadmum State suisidy which could be offered 
to a private firm for employing the ex-patient at full wages. With this 
subsidy as a means of bargaining, the State (Part-Time) Industries 
would attempt to find the man a job. In the event of failure, he would 
condnue to recdve trainmg in the same Industries for different work, 
and further attempts would be made to place him. 

All partly disabled men employed by private firms would be 
insured against further accident by ffie State, the firms bemg relieved 
of this responsibility. 

As regards patients in Mental Institutions, full ffidlides for occupa- 
tional therapy would be provided in every hospital. It would be 
supremely important, however, to secure the immediate entry of 
patients into ordinary work on their leaving hospital. Special efforts 
would be made to place them directly in private enterprise, and to this 
end standing joint comnuttees might be formed by Medical Super- 
intendents and the Local Employment Exchanges to enlist the aid of 
business managements and their labour departments in absorbing the 
ex-patients. 

Where such work could not be found at once, each man discharged 
from hospital would be given the choice of continuing to serve in the 
industries attached to the hospital or of entering the State Industries. 

A further case to consider is that of the worker who has had a 
nervous breakdown. In the projected scheme he will be treated by a 
clinic (such as the Tavistock Clinic) or doctor, who vdll in due time 
refer him for light work to the State (Part-Time) Industries. Simi^ly, 
nipdiral pasps not serious to involve hospital treatment will be 
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dealt ■with by doctors "who may recommend their patients for courses 
of light occupation at these part-time works before they return to 
regular employment. 

Payment in of hour-notes in the State (Part-Time) Industries 

would be more generous than in the State Industries proper — that is, 
piece-rates would be somewhat higher — but a strict ^t would be 
imposed on the number of weekly hours which any employee might 
worL He would receive, in addition to hour-notes, the customary 
digaMpTTipnt pay or health insurance benefit. 

Finally, reference must be nade to the large number of cases of 
unemploy^iliiy which arise firom temperamental un-balance or 
inTiiMtinn. Most of these, it -was said, are caused by protracted 
unemployment, their avoidance being possible only if general slumps 
can be Polished. Without this fimdamental at^evement little is 
possible in any field. Success in national planning must therefore be 
assumed. Given this large assumption, long unemployment and the 
resultant loss of confidence for la^e numbers of the unemployed will 
be escaped, and many of the most intractable psydiological cases will 
never arise. Nevertheless there ■will al-ways remain a certain number 
originating in other causes such as bad home conditions. The treat- 
ment of these is rarely possible throu^ organisation alone. Personal 
contact such as a dub can offer, with its association of co mmunal life, 
friendliness, joint enterprise and, often, a strong impulse of religion, 
must add necessary 'wanndi. In so fer as State Lidustries can attain the 
same dub spirit -without loss of effidency they -will have success -with 
the spedal or problem case. The oire of the remedy appears to rest in 
a real concern for the individual togedier -with the recognition that- the 
individual’s own full mental rdease depends on his developii^ a 
of m a xim um contribution in step -wiA others. Human cures of tbic 
kind obviously arise more firom personal initiative than from perfected 



PART V 


THE ALTERNATIVES 


CHAPTER XXIV 
Private Enterprise 

In a system of Private Entetprise any national plan, however well 
conceived technically, is liable to fail through political or psychological 
frustration. It is not enough, therefore, m^y to present the economic 
features of a projected plan, as has been done in Parts 11, TIE and IV ; 
in addition, some estimate must be made of the strength of the non- 
economic barriers which may oppose it. If these barriers seem likely 
to defeat any indispensable part, the whole plan must be jettisoned. 
The alternatives which arise then are, either to devise a different plan 
within the competitive system, or to transform the system itself 
fundamentally. 

In what follows the attempt is made to show that the frustrations 
met by the particular plan £ivoured in these pages will confront any 
plan whatsoever which is framed in a private economy. The aim is 
to prove that if this plan collapses b^ore their resistance any plan 
in Ae same setting will likewise collapse. To establish this difficult 
thesis it will be necessary to review each outstanding feature of the 
proposed plan, to indicate that Kimething akin to it is essential m any 
complete plan under private enterprise, and then to discuss the forces 
arrayed against it. 

If the conclusion is reached that planning within the competitive 
system is profoundly difficult irrespective of the method used, the 
corollary follow that the prospects for a wholesale change in the 
system should at least be examined. 

Conaunittff Power 

The term “ planning ” appears to have several meanings. Some- 
times it connotes nnrliing more than the organised control of a single 
343 
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factor such as the flow of capital, or of a smgle industry, such as rail^y 
transport. In this book the meaning impUed is much broader. 
"PlMung” is understood to signify the concerted pursuit of an 
accepted purpose, namely, M employment. More important, implicit 
in this term is the notion of totally eliminating chance. A national 
plan is a scheme intended to bring under unfailing command every 
factor which is essential to the attainment of the end. 

On this definition, assuredly consuming power must be planned. 
Without direct control, the volume of consumption might no doubt 
by good fortune remain for long at the level necessary to support full 
employment During the years 1900 to 1913 no human control was in 
operation at all, yet consuming power in fact remained high enough 
to prevent any marked slump except for a brief period after the boom 
of 1907. This merely happened ; it was not contrived by men. 
Simiiariy it may happen that under a scheme of planning which depends 
on some other main pillar — say, the deliberate creation of particular 
jobs for all men, or the social control of investment — consuming 
power will remain continuously adequate. But such a vital condition 
cannot be left to economic hazard in any truly planned system. The 
failure of consumption will in the end destroy any scheme, whatever 
the rest of its design. 

It will be taken as axiomadc, then, that the direct regulation of die 
people’s aggregate capacity to consume is an inescapable feature of any 
system of private-enterprise planning ; that diis entails die raising of 
consuming power through pre-arranged methods ; and diat such 
action is to become part of the Government’s acknowledged routine. 
The practical problem then to be faced is, By what mechanism will the 
Government apply these measures, and what opposition will it meet } 

For argument, the meclianism may be typified by diree devices : 
i^mg consumption by an advance in the “ minimum standard of 
living ; financing the increase through State borrowing from the 
Banks ; and financmg the increase through special ta.xation, such as a 
Capital Tax. 

Raising Consumption 

The principle of raising the standard of living oj a means of forti- 
fying markets is new to British Governments. Hitherto when there 
lias been most urgent need for strengthening demand die Government 
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has pursued the reverse policy, as in the slump of 1931-3 when the 
st^ pflards of State dependants were cut down through the Means Test 
and reduced benefits. Further, whenever standards have been raised, 
the specific aim has been to succour the needy, not to sustain markets, 
p lanning calls for a Complete change of emphasis. Whereas it may be 
abundandy clear on Samaritan groimds alone that there is need for 
social schemes, the stark fact which the study of planning reveals is 
that without these schemes the economic system as a whole wUl not 
work. The system requires always the stimulus of keen demand to 
make it thrive. Ultimately, the quickening of demand is impossible 
save through measures which raise consumers' incomes ; and social 
schemes are primarily, imder a system of planning, the medium and 
good excuse for raismg incomes. Moreover — and most important — 
Ae inagnimde of the schemes will be governed no longer by human 
empathy, but by an estimate of that amount of increased consumption 
whi^ is necessary to keep the system fully active. Merely m order to 
maintam the smooth functioning of the system, expenditure will be 
required far in excess of any level which humanity's conscience has so 
fiir dictated. 

The change entailed is revolutionary; no doubt it will be power- 
fully opposed. The first barrier to mceive the impact is the ** Treasury 
mind ”. Certainly the officials who now grapple with wartime finance 
have for the duration thrown off any enslavement by peacetime ideas. 
Nevertheless, these ideas have immense force whenever the nation is 
not convulsed. One principle, sound in itself, is that the Treasury’s 
duty is to eliminate waste. When, however, a lifetime has been spent 
in tracking down avoidabb outlay, it must be hard to escape the habit 
of regarding all expenditure askance. And when to this duty is added 
the solemn annual responsibility of balancing the Budget new national 
commitments must inevitably figure in the mind as somedung to be 
sternly repressed. No Treasury official can be reproached ff, after 
twenty years of concern for honest, balanced Budgets, he acquires the 
sense that e^enditure is the nation's most malignant enemy. 

The politicians whom the officials advise and then obey may only 
confirm their mental processes, for most politicians, once in office, 
become equally obsessed by ideas of economy which gradually congeal 
into the false principle of anti-eiqpenditure. Chancellors especially fall 
under the spdl ; and indeed they seem to be chosen chiefly for the 
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reducing tax burdens. , 

Now, by the simplest axiom, high expenditure is not possible on 
this basis. Hi^ eiipenditure involves a seriously unbalanced Budget 
or CT fp ptinnal taxadon, or a combination of both. Thus, until the 
RritigTi people reject their former tests in fevour of one of these, 
e3q>enditure must continue on an illiberal scale, and the hope of strong 
plaimii^ is void. 

Here, then, is the central and crucial issue. It is the British voter 
and taxpayer who ultimately determines whether private enterprise 
can or cannot be planned.- His decision is made, not by any direct 
vote on tlus point, but by the freedom he allows the Government to 
present at one time a thoroughly “ dishonest ” Budget and at another a 
Budget incomparably more exacting in its “ honesty” than anytiiing 
experienced even in wartime. An unbalanced Budget at one appropriate 
period ; a Capital Tax in compensation, or in advance, at another : 
these extremes must be viewed as absolutely normal by the British 
people if they wish to ^ve the Government scope in planning. 

It is true that after the first eighteen montlis of peace every un- 
balanced Budget might be compensated in advance by the provision of 
a Reserve Fund. It is also true that after the same period high expendi- 
ture could, if necessary, be maintained year by year on ^e b^is of 
balanced Budgets. For instance, if a yearly Capit^ Tax were added to 
ordinary taxation, enough revenue could be gathered to support the 
necessary level of consumption. And each year expenditure might 
then be balanced by revenue. However, there are certain drawbacks to 
this course. In the first place, the Government can never know 
accurately in advance how much it will need for increasing consumers’ 
incomes. As noted, the size of its task depends partly on how much 
omsuming power industry generates through higher wages and 
incomes. Hence the Government cannot budget for an annual 
expenditure. Smce it must be able to raise expenditure swiftly on 
occasion, the ideal procedure is to endow it with a reserve. This 
reserve, it has been proposed, should he replenished from time to rime, 
ay eveiy or tkee years — though the interval might be longer — 
by means of a Capital Tax. In the years when the tax was not imposed 
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the Budget would obviously be unbalanced. 

A second ground for avoiding a yearly tax on capital is that such 
a tax would tend to be regarded as a reduction from income and 
vould 4jininis1i the taxpayer’s personal spending more than would 
an m ra ^onal levy raised at longer intervals. 

If therefore, the proposal for a reserve fund to be renewed from 
time to time is sound, it means that the British public must develop 
such confidence in its Governments lhat it will sanction expenditure 
up to, say, £500 million in excess of revenue in one year, and approve 
special tavatinn to the extent of £1000 million or more in the next. 
This is asking much. 

It yipatig^ further, that every Government in office must develop 
the same confidence in the Oppoation, and prepare the way for the 
Opposition by establishing and maintaining the Reserve Fund pre- 
cisely as it would if no change of Government were in view. 

Let us waive for a moment the economic ideal. Let it be supposed 
that instead of adopting the principle of a Reserve Fimd widi conse- 
quent alternating balanced and unbalanced Budgets, die Government 
proposes to plan on the basis of balanced Budgets, meeting all high 
expenditure with high taxation. The profoundest difficult will sffil 
remam. The adequate expansion of consuming power calls for huge 
expenditure, and for tins purpose the mild Budgets of pre-war days 
will be utterly unavailing. If ffie experience of the first year of war is a 
fair guide. Budgets of pre-war bufid may have to be even doubled 
before unemployment is brought near abolition po int . In wartime 
there is a powerful, universally accepted excuse for vast outlay. In 
peacetime there is none, that is, for adequau outlay, save the con- 
viction that unless enough money m spent the system will collapse. 

Doubdess there will be good sod^ excuse for inr.rpasing expendi- 
ture up to a certain point. Any Chancellor in peacetime could find 
strong reason for spending an additional £^00 million ; but let him 
be asked to justify double or treble this outlay : his purely social 
reasons would begin to seem weak. In the end he would be compelled 
to say, “lam less concerned with the direct object of this outlay than 
with its implication for the national plan. His Majesty’s Gov ernment 
is r^ponsible for maintaining the British people’s capacity to consume. 
This the Government can achieve oidy dirough 'expenditure. If less 
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is scent, domestic consumption wiU weaL^, unemplo^ent twU rise, 
and the national plan TvUl be destroyed. The proposed t^enditure is 
intended primarily to maintain the plan.” the Brit^ voter 

bas learnt to applaud such a statement from the ChanceUor, there wiU 

be hope of sound planning under private enterprise. 

Meanwhile, realism demands the recognition that the obstacles to 
adequate expenditure ate enormous : the official mind ; the political 
virwe of economy ; objection to an increasing National Debt ; fear of 
a recurring Capital Tax or of any other direct tax with high enough 
yield ; and the lack of any justification for part of the expenditure 
except that it seems necessary to make the system function. 

The Fixing of Prices 

It has been constantly emphasised that a national plan which success- 
fully enlarges consumers’ incomes will create a strong tendency for 
pnV^ to rise. The same effect will be produced by any plan whatso- 
ever which b<»gin<; to approach the ultimate end in view — full 
employment, ‘'^en industry can absorb no more labour it can produce 
no more ouq)ut^ except in so far as efficiency may rise. A condition 
verging on acute scarcity develops. At the same time full employment 
creates robust markets and a demand which is not discouraged by risbg 
prices. Li these conditions it is an act of self-denial for any producer 
to refrain from increasing his charge ; and few will be prepared to 
adhere rigidly to a given price level unless they can be shown cogent 
reason for doing so. 

After the war it wUl become increasingly difficult to justify 
restraints. Pretexts for raising prices will abound : the fantine of 
materials j high overtime rates, especially for skilled labour and key 
men ; the exceptional cost of scarce imports ; superior returns from 
ei^orL Even without the stimulus of a national plan many producers 

begin to raise their prices. And the effect of a pbn, since the object 
is to reinforce demand, will be to perpetuate the inducement to raise 
prices. 

In brief, a successful national plan is one that generates a permanent 
risk of inflation. To complete the success, therefore, every national 
s^e should provide ample machinery for pinning down prices, 
appears to be a sine qua non of competent planning in a private 



CH. XXIV 


PHIVATE ENTERPBISE 

Although considerable price rigidity is in the mterest of industry 
as a whole whenever demand tends to outrun supply, individual pro- 
ducers can as a rule make profit by ignoring the control and raici«g 
their prices. Individual interest is opposed to the common interest. 
In a democracy where acdon must command majority mncanf the 
development of a safe price structure will depend, at the outset, on the 
emergence of what might be termed a “ plan morality ” — a readiness 
to siAordinate rigorously any sectional interest which conflicts with 
the nationaL One absolute condition of the growth of such an at-rihi /in 
is a universal understanding of the logic on which the plan is based, 
followed by a co-operative acceptance of the p lan. 

In the foregoing chapters a mechanism has been proposed for 
fostering this condition. It has been sug geste d that the Industrial and 
Economic Parliament should itself invent the national p lan • that for 
each industry a special Committee should be formed; that this 
Committee should evolve that aspect of the plan which affents the 
industry represented ; and that the industry, with the aid of Regional 
Industrial Conferences, should be responsible for the application and 
observance of the plan locally. If administrative method can assist 
the growth of co-operation, perhaps this method would be as 
sound as any. But some quidity transcending method seems to be 
required. 

Even with support from a strong majority of an industry it will 
not be a simple matter to secure adherence to a fixed maximum price. 
Opposition may in some cases spring from reasonably good pretext. 
The justice of the price may be questioned on grounds of the wages or 
profit derived from it. Costs may vary in difierent parts of the country, 
justifying price discrimination. Disputes may arise over the grades 
anti qualities of tiifFprwu- firms. Some may feel entitled to a return for 
goodwill built up through half a century’s reliable workmanship. In 
the absence of such solid grounds for locally raised charges, excuses 
can readily be invented ; and there will be little opposition by cus- 
tomers to special exactions so long as die plan creates active demand 
and a relative scarcity of supplies. Black markets are presumabty as 
easy to establish in peacetime as in war, and the lack of public indig- 
nation will increase the difficulty of confining them. 

It has been emphasised that a strong voluntary eleinent will 
improve the prospects of any price-fixing system m Great Britam. It 
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may be added that where the goodwiU of the majority is assured, there 
is riways the possibffity of reinforcing a majority decision by legal or 
other sanction and thus making it universal. In the case of price 


decisions made by industries and where the decisions were approved 
they could be enforced through an oflScial inspectorate. By such 
means voluntary action and coercion would work in alliance. 

Yet there is always a risk even in this slight use of force. A volun- 
tary which becomes law, and thereby stands partly on a new 

frims into something intrinsically and psychologically diflFerent. 
Several subde cbnges take place. A sense develops that only the letter 
of the law is important and the mind is tempted to work on its favour- 
able interpretation. The law becomes the object against wluch thought 
is exercised, an enemy to be worsted or circumvented. Sooner or 
later, if tlus kind of change takes place in the minds of the majority, 
an attitude totally different from the initial constructive one emerges 
and the very system which the law purports to sustain may be under- 
mined. 


That it is not impossible to uphold a comprehensive system of 
price-fixing in a private economy has been proved by e.xperience abroad 
and by wartime practices in Great Britain. But it seems undeniable 
that this will make the most searching demands on human nature at 
any time when no national emergency exists. 


Wages 

A peculiarly insidious threat to the price structure arises from the 
£act that stable prices are impossible without control of wages. If wages 
are anarchically rmsed vdthout enhanced eEciency, iliey will burst the 
price ceiling. It may be recalled that after the last war, particularly in 
the winter of 1919-20, wages and prices chased one another in a vicious 
spiral and gave rise first to inflation, then, by reaction, to general break- 
down. Every advance in wages became the prete.xt for an advance in 
pnces till ultimately the process was overthrown by die ruthless check 
of monetary deflation. 

To pvent a similar occurrence after this war it has been suggested 
timt, wher^ employers and workers should continue to fix wages 
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pnces approved by the Price-Fixing Board, and that any party which 



considered the wagM to be incompatible jnti the prices fiy»d should 
be entitled to submit the case to the Board; whose verdict would be 
final. 

Without this deciding voice in wage determination the Board 
becomes powerless in its own sphere. It can do litde more than con- 
firm every wage change, just or unjust, by sanctioning a corresponding 
price dumge. Its grip over the price structure is loosened and, in 
conditions of rising trade, ultimatdy destroyed. The national plan is 
likewise destroyed. 

Nevertheless, any proposal to submit wage disputes to central 
arbitration strikes directly across the whole policy and tradition of the 
British Trade Union Movement, and unless there is a revolution in 
ideas among labour leaders the proposal will be rqected outri ght- The 
established philosophy of the Movement is not without solid hacig 
Since wages represent a high proportion of the community's con- 
suming power, the constant upward thrust of wage rates is essential 
merely as a means of vitalising the system. Trade Unions, in assuming 
the t^ — albeit for other reasons — have always believed that war 
conducted on several hundreds of fronts will prove more fruitful dian 
one combined offensive. Each union has had the benison of aU others 
in fighting for its own limited ends, even diough the gain has often 
not been at the es^ense of employers ; and in order to assure eveiy 
union complete liberty of action, the co-ordination of wages on a 
national footing has been infiexibly withstood. 

Belief in uidependent agreement in each industry is upheld by a 
further sequence of reasons. The primary function of organisations of 
workers, it is said, is to negotiate, ff their power is removed in the 
most important of all spheres, the fixing of wages, they may lose dieir 
influence for any purpose whatever. Moreover, since they speak for 
the great majority of the workers of the industry, the decisions 
reach, whether by condliation or trial of strength, will be the decisions 
of the workers, and agreements based on their negotiations will prove 
stable. Once established, the decisions wfll be enforced by the parties 
concerned wifliout recourse to cumbersome processes of law and 
drastic penalties for evasion. 

Argents for the continuance of the pre-war system wiU theretore 

undoubtedly be strong. Nevertheless, the issue is quite dear-cut. A 

successful national plan is one which, in- a private economy, tends to 
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force up prices. If to the inducements which tempt every employer to 
raise his prices diere is added the irresistible coercion of rising wage 
costs, in&tion will result and the national plan will collapse. In the 
last resort the choice is between, on the one hand, the liberty of trade 
oTganisa tinns to fix wages by independent negotiation or test of 
strength and, on the other, the liberty of the nation to plan. 

Special Schemes 

Planning will involve a sdll more devastating attack on the unions’ 
traditions when it begins to entail the transfer of workers from one 
trade to another. In a system of Private Enterprise, in which the threat 
of unemployment permanendy shadows every worker, it is not 
unnatural that union rules should be devised to secure the position of 
pardcular exclusive groups. Each group begins by assuring for itself 
boundaries as precise as ^ose of a new State. After establishing exact 
lines of demarcadon, the group proceeds to lay down equally strict 
laws of entry governing the propordon of apprendces and unskilled 
workers to skilled ardsans. The attempt is then made both to restrict 
“ immigradon ” and to prevent other trades from crossing the recog- 
nised fronders. Any inflow of labour infringing the rules is known as 
diludon. 

Now “planning” and “diludon” are virtually synonymous. 
Planning inherendy means the deliberate enlargement of one trade to 
absorb the unwanted labour of another. A Planning Authority which 
cannot effect transfers lacks the most rudimentary and indispensable of 
all powers. After the war, especially, there will be a need for expanding 
certain industries to compensate the inevitable contracdon of others ; 
and if, therefore, there is a renewed attempt by unions to fence them- 
selves around, the degree of their success wUl be the measure of the 
failure of the post-war plan. 

It is sometimes contended in cridcism of State-ownership that a 
completely planned system involves untrammelled mobility of labour 
and that, to attain th^, profoimd psychological difficuldes have to be 
overcome. But the difficuldes under Private Enterprise are incalculably 
greater. This is not merely because trade union rules have become seL 
It is because there is every jusdficadon for their having become set. In 
a system wherein every third man suffers severe unemployment at 
some time in his life and many remain perpetually unemployed. 



CH XXtV 


PRIVATE EKIERPRISS 


353 

xiothing else is to be expected than the oig^isation of the entire 
labour force in defensive blocs. 

Finally, it has been tu^ed that any national plan worthy of the 
name will provide for men and women who are permanently outcast 
hom mdustiy. The ** unemployable ” are those who cannot pass the 
tests joindy laid down by employers* and workers* organisations. 
Whereas workers combine to d^end a certain miTnurtiim wage, 
employers decide what men qualify to receive it, and between these 
sdssor-blades people are cut away in large numbers from further 
employment. Unl^s the State enters on their behalf they are sentenced 
for life. 

The gravest danger is that die fences erected by employers and 
workers to protect die majority interest may be raised to prevent even 
the State from rescuing the derelict. It cannot be too fi^y insisted 
that the only salvadon for these people is some form of comprehensive 
intervendon such as is provided ^ough State Industries. Private 
industry and charitable or^nisadons may salvage a fortunate few, 
but during a protracted slump when the stream of “ unemployable ’* 
becomes an inundadon, not more than the &inge of the problem can 
be touched by any scheme less in scope than the one contemplated. 

Yet it must be admitted that the State Industries scheme will be 
assailed fiercely as soon as it is mooted. To employees it will present 
itself as a subde threat to wage standards. To empbyers it will mean 
a deliberate trespass by the State on fields formerly regarded as the 
monopoly of private interests. How 6r these fears will be jusdfied 
depends on the completeness of die success of the nadonal plan. Were 
every part of it to succeed, the State Industries would hold no threat 
whatever to private trade ; but if thae were serious breakdown, for 
instance, in the programme for expanding consuming power — - which, 
as noted, is not politically easy — there would be a large and unmedi- 
ate growth of State Industries at the expense of private firms. By 
reason of the uncertainty of conquest in the polirical field, employers 
migh t be unwilling to take risks. It seems probable that every 
tradirinnal arg umen t against State trading would be poured out 
against the proposed rescue work. 

z 
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Success must he Integral, 

The crucial weakness of any national plan under Private Enterprise 
is that, like a castle of cards, it must crash if but one section rnllap seg. 
All parts depend on all. Nothing can redeem any failure to pvpan ri 
consuming power. If there is success in this, nothing can redeem any 
Mure to hold prices. Success in the control of prices depends on the 
control of wages. Success in all these dungs will be brou^t to nought 
if there is Mure to effect the physical transfer of labour &om one 
trade to another. 

Moreover, the batde for success has to be fou^t ceaselessly in 
every part of the community. At every General Election the votes of 
the people must be won for further immense expenditure. At every 
change in Government, the new Administration must accept and 
understand the plan of the rejected Government. Successive Chan- 
cellors must learn to exult in vast outlay. Every day, every section of 
employers, every group of merchants and every retailer must renew 
loj^ty to price agreements. Every week, every empbyee throu^out 
the country must accept a wage determined by a procedure against 
which he agrees not to strike. Every day, both employers and workers 
must be prepared to see the State brekk into private territory and ignore 
lines of demarcation in the interests of less fortunate workers. 

Technically, it seems that eadh separate problem raised by planning 
is soluble. For this reason an enquiry into planning in a private 
economy tends to be misleadii^ : the enquirer is led on &om one 
difficulty to another and gains per^tent encouragement from sedng 
that each separately can be overcome. It is easy for him to M to see 
that every particu^ solution makes fresh demands on human nature 
and that when all demands are added together th^ make an enormous, 
probably overwhelming, accumulation. It is still easier for him not to 
perceive that a weak response by a single class or group — whether 
that of voters, politicians, taxpayers, public officials, employers or 
workers — will destroy all solutions at a stroke. 

Partial Organisatum 

Underlying every kind of organised frustration is a type of group 
self-interest, the emergence of which seems virtually inevitable in a 
system where individiMstic rivalry is extolled and ranked as a prin- 
dple. Whenever, in such a system, people combine, it is primarily to 
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promote ends lelated to their own responsibilities and concerns. 
Trade Unions ate openly and expressly formed to safeguard the 
{ ptarpghi of their own members who otherwise would be a prey to 
oppression. Employers’ Unions are a means of retaliation. Founded 
upon this division political Pardes are set up to carry the strife into the 
legislative so that a double &ont develops on which battles rage 
for the improvement of industrial conditions and the more equal 
flistrihntinn of income. All organisation, whether in the economic or 
political realm, tends to be on a partial or sectional basis. 

Such partial organisation, by reason of its lack of restraint, is 
inheiendy inimical to planning. Rarely, if ever, does any organised 
group prove more moral than the individuals composing it : indeed, 
^e group as a rule not only discards all ediical principles recognised as 
the mark of a just man ; it clothes its unrighteousness in the garb of 
virtue. Thus a nation in its political, oiganised a^ct is more frankly 
self-seeking, ungenerous, bellicose, unfoigiving^'^dicdve a^ above 
all, self-righteous than any of its tolerably eduoted^d&m^H'Atdtudes'^ 
which they would spurn as insufferable in an indiviotSTaro recognised 
as normal and becoming in a nadon. Lesser groups within the nation 
may not reveal the more flagrant and bombastic of these traits, and 
in the industrial sphere there are increasing numbers of impressive 
excepdons ; but in peacetime there is at least a strong tendency among 
many trade organisations to ^ve a vehemently intensified reflection of 
the self-regarding aspects ^ thdr members’ personalities, to the 
exclusion of the generous, the warm and the admirable. They exist 
manifesdy to get and to defend. Political bodies breathe in the 
infection, and in peacetime behave in ways which would be regarded 
during a war, when the nation’s interest is in truth paramount, as 
scanc^ous. 

Planning, which is a highly national undertaking, can succeed only 
if the conflict of partial organisations can be brou^t under the most 
stringent discipline. In a democratic State where fi^om of association 
is a fundamental righ^ the discipline cannot be other than voluntary. 
Its emergence will depend on die growth within each group of the 
compelling recognition that civilised existence is no longer possible 
without an efficient plan and that this calls for the subordination of 
each sectional interest, however significant in itself, to tiiat of the 
nation. To attain such a discipline in a competitive system is a high 
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aim. It is not impossible. Nothing is impossible. But by its very 
nature the qrstem continually -wars against the rise of the denied 
atdmde. There is in fact direct opposition between the mmn of each 
for himself in the competitive struggle and the notioa of national 
planning. 

The competitive system is perhaps not so black as it is here drawn. 
The feir picture may be more grey or patchy. And any realistic 
picture of a system of State-ownership may not be more shining . 
However, as a system it is the sole alternative, and on that ground alone 
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Planning with intent to introduce complete State-ownership will 
differ from planning under Private Enterprise in three main ways. 
The first is in respect of the taxation of capital. In a private economy 
a Capital Tax may he designed either to reduce the National Debt or 
to provide a fund for increasing consumpdon. When State-ownership 
is the goal the tax must achieve much more. It must eliminate the 
Nadonal Debt altogether and then absorb real property for ownership 
by the State. 

Secondly, as a corollary to such acdon, comprehensive measures 
will he needed for sustaining people formerly dependent on private 
capital. The preparation of these measures would in reality precede 
the tax and would be the Planning Authority’s initial concern. 

Thirdly, in the preparadon for State-ownership, all Special Schemes 
would be reviewed in the light of the intended programme of nadonal- 
isadon. There would be a recognised sequence for the transfer of 
industries to the State, and the various industrial schemes would be 
adjusted according to this 

Apart from these disdncdons the altemadve post-war plans would 
show little difference even in detail during the first three years. 
Diveigencies would become increasingly marlrod as from the fourth 
year of reconstrucrion. 

It should be reiterated that the transidon to State-ownership will 
tak not less than five years to complete. The hypothesis throughout 
this chapter is that the transidon will be effected t^ugh parliamentary 
procedure with the support of an ample majority of Ae people. It is 
^sumed that the change is to be made in an orderly fashion in each 
industry with the acdve connivance of its leaders, and that the main 
thought throughout will be to lay plans so that no breakdown will 
occur during the process of change. On this understanding reorganisa- 
don will take dme. Much dme will be involved for initial enquiries 
and the drafting of schemes. Thereafter, examinadon by Cabinet and 
Parliament will extend the delay. When approved, some sdiemes will 
3S7 
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be applicable forthwith; but in industries such as Building and 
Engineering, which are now controlled by thousands of firms, the 
development of a central administration capable of directing 
nation^y would be a long task. 

It will be during the early stages of the transition that certain major 
problems of the war’s aftermath will arise. These will be faced for the 
time being in a setting in which private enterprise still preponderates. 
Security lies therefore in planning on the assumption that the diffipnltiAg 
of a private economy wiU for some time persist. In other words, a 
programme of reconstruction suited to the competitive environment 
should be adopted as foundation, and on it should be built the dis- 
tinctive measures which will recast the economic order according to 
the new mould of State-ownership. 

These superimposed measures will form the subject of the dis- 
cussion immediately below. In the next chapter summaries of the 
alternative reconstruction plans will be submitted together for com- 
parison. 

First Steps towards State-Ownership 

One of the objects for which the war is being fought is presumably 
to safeguard a political system in which concern for the individual 
ranks first. The acknowledged principle is that if order is to be 
maintained, and if the individual’s liberty is to be curtailed in the 
interests of order, the purpose is still via new order to enhance the life 
and maximise the average liber^ of citizens. 

Such a phUosophy implies that the purpose in establishing State- 
ownership will be to enrich individuals. Hence the starting point in 
all planning will be consideration of the well-being and opportunity 
for development of every citizen in the country, whatever his position. 
To this end, one necessary step will be to create economic security 
through insurance. 

Nauonalised Insurance 

In a mature economic system sodal insurance will largely take the 
form of the rrmtinnance of full pay to people temporarily incapacitated. 
Apart from cost, the main ground for refusing full wages to the 
unemployed or unfi t in a regime where unemployment is widespread 
is the fear that such payment would lead to the evasion of work. 
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Wheie, however, the State itsdf can offer work to all comers, it is 
imp ossible for any man or woman to shirk without being at once 
bianded. Those who refuse jobs without good reason can be treated 
separately. The rest^ the overwhelming majority, may with safety be 
put on a salary basis at a rate which remains unchanged when they are 
sick or injured, or when they become momentarily idle through some 
fiilnt g of the administrative system. 

Li a completely State-owned system the same principles would 
apply as now operate in the armed Services. The aim in the Royal Air 
Force, for example, is to raise all ranks to the highest efficiency. If a 
pilot falls ill he is not deprived of pay ; he is given medical treatment, 
reconditioning and light duty dll recovery is complete, and meanwhile 
his pay continues unchanged. Likewise workers temporarily incapaci- 
tated in a State-ownership system would receive free medical, surgical, 
dental, hospital or duiical treatment, and would be paid dieir ordinary 
wages so long as they were under care. Those who sustained per- 
manent injury would receive a pension and would be referred to special 
State Industries for training and subsequent employment according to 
their reduced capacity. 

Further, when the economic system becomes fully developed, 
alihou^ pensions will be provided at retirement age, a scheme of 
partial retirement will enable elderly employees to supplement their 
income by part-time light work arranged, again, by special State 
Industries. 

Widows’ pensions and children’s allowances will be on the basis of 
the optimum standard of living attainable with the given national 
ouq)ut. 

Despite the wide range of such State provision, voluntary insur- 
ance will not be rendered superfluous. Often when there is a mishap 
the occasion demands an immediate addition to income. How large 
the increase should be is a matter for personal choice whenever an 
individual has the means of insuring privately. To assist him, voluntary 
schemes covering every insurable contingency might be developed by 
the State. 

In the plan here proposed an Insurance Department under the 
Board of Trade would be required to evolve a comprehensive system 
of voluntary insurance. The Department would be formed by the 
State purdmse of the shares of existing British assurance companies, 
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and the amalgamation of dieir directorates and staffs to cover the 
entire field by one o^anisation. Every manager and employee would 
become a Civil servant recdving pay from the State, though his work 
would r emain s ubstantially nnrbanged- 

It will be especially important in a system where private savings are 
small, to establish a voluntary scheme whereby men may safeguard 
their widows and any depeniuits who become incapable of earning 
Whether through a single all-in scheme, or through a combination of 
separate sdiemes, every dtizen should be enabled to maVe provision, 
according to his means, for his own retirement and for his widow or 
invalid children. 


Personal Incomes Commisaon 

There remains a wei^ty obligation — namely, that of providing 
for people whose capital is to be transferred to the State. Some will 
be qualified to fend for themselves because tiiey have capadties 
required in nationalised services. They can become salaried State 
officials. But tens of thousands of others are without qualification of 
any kind. They are the pure rentier type, the sleepmg parmers of 
industry. And it is they who are liable to bear almost the whole 
brunt of any suffering caused by the change to State-ownership. It 
is important to consider them as individuals. 

liie picture ^ven by cartoonists of the idle capitalist who rides on 
the worker’s back — a vast deadwd^t of human flesh vnth gross 
contours — is scarcely true to life. The most clearly typical of the 
majority of tiiis class would be a shrivelled, genteel old lady. If the 
reference is to people who are completely incapable of surviving by 
their own efforts and subsist on interest drawn from factories they have 
never seen, the figure to be taken as representative is that of the widow 
or daughter of some industrialist, politician, Civil servant Trade 
Union leader or professional worker : an elderly woman who, having 
spent her days as the less conspicuous domestic partner in a joint 
has retired on die fruits of the parmership. There are 
many other kinds of capitalist ; but the great majority of those who do 
nothing, and can do nodiing, in return for what they get^ are very old 
and very feeble. It is a bad system that throws aside people who have 
served when they can serve no longer. 

The treatment of these citizens must accord, however, with the 
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larger purposes of the State. The national plan, on which the liveli- 
hood of all citizens depends, is the overriding concern. The central 
fc o nomic purpose in creating State-ownership is to simplify planning. 
And the key to the new simplicity rests in the ability of the State, as 
first recipient of all income, to control the distribution of income 
between consumption and investment. Li a private economy such 
control is difficult because legions of individuals separately decide 
their ratio of consumption to investment. And since ffie most 
attractive form of personal security is gained through saving, widi 
intent to invest, there is a general tendency to save too muc^ and 
consume too little. 

The State can remedy this, when absorbing all capital, by saying 
to the dispossessed : “ (i) You will be allowed to consume as mu^ as 
before ; (2) that part of your income which normally you would ear- 
mark for saving will be absorbed by the State and some of it will if 
necessary be devoted to consumption ; (3) the remainder will be in- 
vested in plant producing goods for which there is an assured demand ”. 

The main point is that in a plarmed system, since all resources will 
be fully used, output will rise and must be matted by a rising level of 
consumption. The State need not be niggardly in fixing the consump- 
tion of any of its people. 

Accor^gly it is suggested that if State-ownership is to be the 
post-war system, one p^minary step should be the formation of a 
Personal Incomes Commission to examine every case submitted to it 
of income reduced by the transfer of capital to £he State, and that the 
Commission should grant life annuities based on the individual’s 
average personal eiqienditure in previous wartime and pre-war years. 
A formula might be adopted for adjusting each annuity to an amount 
such that the individual’s total income would be maintained at the 
level of his former consumption with allowances for dependants and 
customary charities and gifts. 

Under the series of capital levies to be proposed a residuum of 
capital would be left to each individual for emergencies. 

Tie Tranter of Capital to the State 

The Act of Parliament for creating State-ownership mi^t take the 
form of a special Finance Act for transferring to the State approxi- 
mately 75 per cent, of the country’s real capital through a series of three 
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capital levies. The first would diminate the National Debt and 
transfer to the State 25 per cent, of ihe countr/s industrial property. 
Two more le^es at intervals of, aiy, ei^teen months miglu- laise the 
total owned by the State to 75 per cent. Subsequent Finance Acts 
would make further transfers if it seemed essential that all productive 
equipment should be State-owned, even that of Agriculture, Enter- 
tainments, the Newspaper and Publishing industries and other con- 
cerns in which individuality, taste and variety are of first importance. 
However, the absorption of three-fourths of the national ca pital by 
the State would give it the dominion necessary for every aspect of 
plaiming ; and that is the chief interest in this book. 

The reason for transferring the capital by instalments* is that some 
years would be required for developing a^mistrative control over 
three-quarters of industry, and that the transfer of ownership to the 
State before it had assumed ctmrol would lead to complications. For 
instance, if most of the capital of a mill passed into the State’s possession 
while the former mill-owner was still in diarge, he might be disposed 
to raise his own perquisites as manager to the extinction of all interest 
on capital. As a general principle, to which there may be exceptions, 
the rate at which the State can wi^ advantage buy or take possession 
of industrial property will be governed by the rate at wltich it can 
develop management over actual firms. 

The First Levy 

If the National Debt rises to ^vjfioo million or more and the real 
capital of the countiy is valued at about £2^^000 million, the first levy 
will be required to yield more than £23,000 million. The impost will 
necessarily fall on fidrly small fortunes as well as on large, and might 
he steeply graded from a tax of, say, 25 per cent, on personal capital 
PYfppditig £2000 to 90 per cent, on the latest amounts. Such figures 
are purely illustrative, since the future distribution of capital and its 
valuation cannot be forecast. 

In a levy of such size it will be necessary to permit payment in a 
variety of ways ; _by the surrender of Government Loan, trustee 
ci-npVsj industrial debentures and preference shares to be accepted at 

I An alternative would lie to impose a smf^ levy, But make the eollsetmn by mstalments. 
nte ffh i *-""" to tlii% however, is that the difficulties of valumg the smallest fbctimes would 
have to he fri— 1 m the fiiat assessment a task which mi^t suitably he postponed nil expeiience 
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on capital not easily realisable. 

The Treasury would arrange for the gradual sale of any trans- 
ferred assets which it was not yet prepared to hold and administer, and 
would apply the proceeds for the redemption of deb^ the purchase of 
land and ^e purc^se of the shares of public utility companies, railways, 
banks, insurance companies and any other undertakings which were 
to be immediately nationalised. 


Ifeit Redemption 

Government Stock surrendered in payment of the tax would be 
cancelled forthwith. The rest of the Stock would be redeemed by a 
process in which the Government, having secured temporary accom- 
modation from the banks, would pay off the r emaining holders of 
Government Loan, then sell to these holders assets derived from the 
levy, and with the proceeds repay the banks. Briefly, assets accruing 
from the levy would thus be exc^ged for Government Loan, whi(^ 
would be cancelled. 


The Purchase of Land 

Owners of large estates might pay much of their subscription to 
the levy by surrendering land. If all land is to be nationalised, the 
Government will purchase whatever remains in private hands after the 
levy. To do this it could follow a procedure similar to that proposed 
for redeeming debt — buying land with borrowed Bank money, then 
selling levy assets to the former land-owners, and repaying the banks 
with the proceeds. 

Land-own^’ residual incomes would be made the subjectof enquiry 
by a special branch of the Personal Incomes Commission working in 
conjunction with a Land Department in the Ministry of Agriculture. 
Some land-owners with personal experience might be appointed as 
agents of the Department for the upkeep of the land surrendered. 
Some might be entitled to special consideration as members of the 
House of Lords. The general principles governing the work of the 
Personal Incomes Commission would apply in every case. 

To safeguard the public amenity value of parks and estates formerly 
maintained at the land-owner’s expense, the National Trust might be 
invited to survey all land and recommend to the Land Department 






•what grants for upkeep should be made in respect of each srliPrlnU^ 
area. Subject to safeguards the grants would be paid to the one-time 
land-o'wners, who would continue as occupiers with the permanent 
right of tenancy and the right to pass on the tenancy to their lipir s. 

Farmers who were previously the owners of their land would 
continue Arming it as tenants of ^e State. 

The Land Department would be responsible for the entir e land- 
investment poHcy of the nation, subject to the general investment 
policy of the Ph^ing Authori^. \(^ereas the Planning Authority 
would fix the total amount to be invested in land over given periods, 
the Land Department would determine the nature and distribution of 
the investment, and the charges to be made to farmers whenever the 
Department imdertook the special improvement of their land. 


Coal^ 

The nationalisation of any industry which contains large numbers 
of directorates raises perhaps the most difihnilt of all the human 
problems involved in die change to State-ownership. The effect of 
nadonalisadon is to concentrate the fimcdons of the entrepreneur into 
few hands. Many directors may in consequence lose their role 
altogether. 

Under private enterprise there are two types of director. There is 
the director-manager, who combines the funcdon of risking capital 
•with that of managing a department. By reason of his technical skill 
no dilEculty arises in finding a place for him in any economic system. 
Then there is the director pure and simple : a person whose sole duty 
is to decide the use of capital. Because part of the capital is his own 
he is assumed to be the individual most qualified to determine the best 
disposal of it. In any event someone must perform this task, and it is 
not a light one. It involves the study, on the best advice available, of 
the advantages of every suggested extension of works, modificadon of 
method, large-scale economy or other change involving the raising and 
distribudon of capital. 

Under State-ownership this du^ is largely transferred to some 
^•Pntral or regional Control. In the case of Coalmining especially, 

1 These paiagiaphs veie written before the Government announced its sdieme in June 1943 
for the Coal industry j but as t ^^^ app eais not to envisage State purchase of 
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lespectmg the opening of new mines, the method of exploitmg 
the old, and the type and quantity of machineiy to be used, will be 
i paflp for the most part by district officers commandmg the services of 
the nauon’s best geologists, mming engmeers and cost accountants. 
The local m anagemen t m each pit will be responsible for the detailed 
apphcauon of decisions and for makmg proposals for fresh develop- 
ment. But clearly the local managers coidd not be allowed to govern 
the amount of mvestment, smce they would have neither personal 
stake nor comparative data to afford a basis of judgment. In other 
words, under nationalisation the function of the former director who 
assess^ nsk and disposed of capital, and had no other part, disappears. 

Loss of employment will not result m loss of the director’s con- 
suming power if the scheme for mamtainmg consumption through the 
Personal Incomes Commission is m force. But compulsory unemploy- 
ment IS for many people galhng, whatever the size of the retirement 
pension. The task of risk-takmg is central and indispensable m the 
present system. Suddenly to depnve a man of this responsibihty and 
give hun no other is a bitter judgment. 

It would be a mistake to suggest that there is any simple remedy. 
In a system of State-ownership there is no place for any man who is 
without some kmd of technical or admmistrauve skill. The solution 
IS therefore hard, masmuch as it calls for an attempt on the part of every 
apphcant for a managerial post to acquire the necessary skill. For many 
the sole avenue to new employment will be through some form of 
disaphned study or practice such as men undergo up to their middle 
twenties. 

All who were prepared to make the effort could be absorbed either 
by consumption-goods industnes or by their own mdustry as re- 
organised. In the plan for takmg over die mines it will be understood 
that a Coalmmmg Control is to be set up under the Mmes Department. 
The Control’s administrative system might smtably comprise two 
branches, a b^ketmg Control with a Director of Markenng m each 
recognised district, and a Production Control with a correspondmg 
Director of Production m each district. The local directors would 
have full executive powers withm the general lines of policy laid down 
by the Control, subject to mstrucaons on quotas and ffie use and 
distribution of capital. 

As advisory body tendermg coimsel to the Coalmmmg Control, 
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and supplying the district directors and mine-managers with informa- 
tion and technical advice, there would be created a Coalmining 
Efficiency Service drawn from the managements and tprhnir^ )^ labour- 
ing and accountancy staffe of hi^y progressive British mi n e s , from 
firms produdng mine machinery, and from marketing and research 
orgamsations. This Service would examine every aspect of mining 
activity, induding survey, die sinking of new shafts, appropriate 
machinery, safety measures, air conditioning, lighting and pumping, 
methods of payment, optimum hours of work, methods of transport, 
grading of coal and dl other factors afiecting health, securi^ or 
economy in production or improved service to consumers. 

Such a Service could do much towards finding creative employment 
for talent of all kinds in the industry. One of its main functions in 
promoting efficiency would be to make the fullest use of available 
Tuiman capacity. All its pigwrim^nts and researches might therefore 
be designed to draw on experience from every part of the industry 
through standing committees and travellmg agents. The agents 
would have the double task of collecting information from local 
managements and at the same tim^ imparting new ideas, the two 
processes being very easily wedded. The personnel for committees 
and agency work could be recruited largely from the ranks of former 
entrepreneurs, provided that they were technically qualified. 

If emphasis up to this point has been laid mainly on personal, 
psychological problems there are important reasons. In the ^t place, 
an industrial system is a human institution: its smooth, efficient 
working depends perpetually on the goodwill and driving force of the 
whole staff, and in particu^ on the attitude of men in key places. 
Secondly, the purpose of the system is to serve individuals. It serves 
them not only as consumers but also as producers, that is, as men who 
play a part in the service and gain much of their life’s interest from tiiat 
part. In order to commend a new system to ficee men it is necessary 
to demonstrate that the system offers scope for each individual 


Bxdhf<^s 

The n a tinnalising of the Railway system will raise no large 
economic problem. Already the Railway services are combined into 
such hng p units that further combination will not provoke issues of 
greater or less economy or of change in competitive conditions. 'The 
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necessary comparison of efficient of different lines, no longer possible 
through the returns of separate companies, can be made through cost 
accounting. 

State control of the Railways will provide an example of a method 
of nationalisation which may become typicaL It will be helpful to 
indicate how a scheme for this industry would fit into the general 
system of national planning. 


The Nadonal Hierarck/ . 

It is assumed here that^ as in a regime of Private Enterprise, the 
Planning Audiority under State-ownership will be an Economic 
Cabinet similar in size to the War Cabinet. The Plannii^ Authority 
will be subject to Parliament, which, in turn, will be elected as formerly 
by the votes of the British peopb. 

Under the Planning Authority’s direction will come all the existing 
Ministries responsible for difierent branches of industry, such as the 
Ministries of Agriculture and Fishmbs, Mines, Fud, Transport, 
Shipping, Works and Planning and the Post Office, together with any 
further Ministries which may be formed to deal with newly national- 
ised branches of trade such as Textiles or Marketing. 

Each Ministry will appoint dm executive body to control the 
industry for whii it is answerable. The Ministry of Transport, for 
instance, will set up a Railway Control as the supreme execudve for 
railways. 

The Railway Control will in turn appoint the directors of the 
various departments into which railroad administration is divided. 
In the case of an industry like Coalmining which is divided into 
districts rather than departments, the national Control will appoint the 
District Directors. 

Directors of departments or of districts will appoint the managers 
of subordinate services, mines or works. 

An Efficiency Service will be needed by every national Control. 
Thus the Railway Control would establish an Efficiency Service for 
researchmg into economy and security in rail transport, and into the 
improvement of amenities in traveL On the hypothesis that the 
function of a passenger transport system under State-ownership is to 
maximise the number of man-miles afforded, the Efficiency Service 
would evolve schemes to this end on the basis of different bvels of 
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subsidy. In addition it would study problems of railroad extension, 
replacement and machinery. * 

The hierarchy thus sketched represents the autocratic part, though 
not the only part, of the administration. Efficiency demands some 
autocratic element together with an unbroken chain of command from 
headquarters to the ultimate field of operation. At each link in the 
chain the responsibility of the officer in charge must be undivided. 
Nevertheless, certain effective checks may be necessary to safeguard 
justice. In every industry there must be an organisation for ensuring 
that measures of efficiency are not short-sighted, that economy judged 
by material standards is not gained at the expense of health and odier 
values, that all employees are treated equally, and. that working 
conditions, methods of pay and levels of wages conform to agreed 
notions of fairness. 

In a democracy Parliament is the supreme guard over personal 
rights ; and every Minister responsible for an industry would answer 
to Parliament for any reported inequity. To assist him, die hCnistet 
would require a furffier hierarchy, at the head of which would be a 
national Board — in the case of the railways, a national Railway 
Board — appointed by himself. The function of the Board would be 
to make recommendations on matters of works conditions and personal 
treatment in the industry. It would comprise delegates from every 
section of the staff, managerial, clerical and operative. In order to 
ensure full knowledge of conditions, the Board would have a counter- 
part in every large unit, or suitable combination of units, throughout 
the industry. 

The national Board would make its recommendations to die 
Minister, if necessary by majority and minority reports. The Minister 
would introduce reguhtions by Act of Parlkunent or Order or by 
direct instruction to the executive Control. 


j4n Industrial and Economic Plaruung Council 

There remains for contideiation the machinery for preparing the 
nati onal plan as a whole. The Planning Authority would of course be 
finally responsible for the plan. But initiative might rest elsewhere. 
In the scheme recommended for Private Enterprise, an Industrial and 
Economic Parliament was proposed for inaugurating plans and, above 
all, watchmg over continuity. A similar body, though less elaborate. 
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might serve the same purposes under State-ownership : and a suitable 
equivalent would he an Industrial and Economic Planning Council 
of the members of the Economic Cabinet, all Ministers 
responsible for industries, all Chairmen of national Controls and one 
delegate from each national Board appointed as representing interests 


The p ermanent secretary of this Industrial and Economic Planning 
Council would be the Nadonal Planning Commissioner. He would 
have the same functions as under Private Enterprise, and would 
attend all meetings of the Plannii^ Authority as chief adviser. 


Tie Price-Fixity Board 

A further point of resemblance with the Private Enterprise system 
of planning be the need for centralising the fixing of prices and 
wages under the same Board. Certam main methods of wages 
may be distinguished. One is to fix the price of the commodity — 
pig-iron of various ^des, for example — and allow die industry 
concerned to distribute as wages and salaries the residual part of the 
price after meeting the coats of materials, power, depredadon and other 
charges. Such a method would create a strong incendve to efficiency, 
for the greater the output per man the higher the return per man. A 
different method would be needed when an artificially low price was 
maintained on social grounds. On the railways, fares mi^t be 
reduced below an economic level, and a subsidy to maintain wages 
would then be necessary. In such a case the Price-Fixing Board ^1 
be obliged either to fix a separate rate of wages for each railway trade 
or clerical grade, or to fix a general rate per ton-mile of traffic, the total 
receipts from d^ rate being allotted to the Railway Board for distri- 
budon among all secdons of the personnel. The distribudon would be 
mainly by time rates on the Railways ; but in many industries payment 
could be by the piece. 

In general, the Price-Fixing Board's task would be to determine all 
prices an^ to fix die wage-diarge per unit of output of all industries. 
The nadonal Board in each industry would then be responsible for 
distributing to the industry’s personnel the aggregate wages received, 
and would use its own discredon as to the meffiod of payment adopted, 
subject to a nadonal minimum wage. 


VOL. I 
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the may do in this matter ; for as observed at the beginning of 
Fart n, under State-ownership prices are arbitrarily fixed, and the 
a Tpnimt of money in circulation is governed by the price level, not 
vice versa. 

Furthermore, it is of no interest whatever whether the Bank holds 
its assets in the form of gold, buildings, land, bills or other securities. 
The value of every note issued depends solely on the prices at which the 
State si»1k its products ; nothing that the Bank may do in rhanging 
the character of its assets will either direcdy or indirectly affect this 
value. 

Fui& UtUiues 

The nadonalisadon of most public utilities will be a purely financial 
process involving the absorption of their shares by the State. Only in 
the few cases where the a^gamation of units would yield greater 
economy or security — for instance, in the supply of water and 
electricity — will there be need for administrative change. 

Second and Third Levies 

The first stage of nationalisation may be said to be complete with 
the purchase of pubHc utilities, the land, railway transport, coalmining 
interests, banking and insurance. State-ownership of other industries 
will involve decisions of principle together with detailed preparadons 
for applying the principles. These matters may suitably be discussed 
m reladon to the finant^ operadons involved in the second and third 
levies. One chief poblem will be that of valuadon. 

As capital is progressively absorbed by the State the valuadon of 
whatever remains in private hands becomes more difficult. The 
demand for the capital rises, and its value begins to depend on ffictors 
other than its yield of interest. Private capital is a form of insurance 
against all economic loss ; and, more important to some men, it opens 
the way to independent busmess and the earning of an independent 
income. It provides a reserve, a source of income, and a means to 
further income. 

In consequence, the effect of any decision to transfer industrial 
property to the State may be to raise ^normally the value of shares in 
companies which are not to be nadonalised. Other shares will ffill. 
To prevent a violent fluctuadon in security prices following every 
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Cotton, Wool and other Textiles (standard producdon, excluding 
applied art and special quality). 

Cent^ large-scale units in Buildmg, Motor and Airplane manu- 
facture, Radio, Printing, Paper-making, Furnishing, Timber, 
Selected Chemicals, Food manu&cture. Leather and Shoe 
Making, and any light industries in which the large-scale 
production of certain standard grades is possibk. 

Stock Exchange quotations would he some guide to the valuing 
of part of the property covered by this list j and the Government 
could state its purdiase prices some months m advance of the date of 
purchase. A further large part of the property would be represented 
by shares in private companies and by the capital of partnerships and 
one-man firms. The various methods adopted for Estate Duty might 
be suitable for valuing such capital ; but there would be advantage in 
keeping the valuation fairly low, especially in the case of assets of 
small businesses, for the following reason. 

Under the scheme of State-ownership certain small-scale producers 
will be allowed to continue operating privately ; their capital will 
nevertheless be subject to the levies if it is above ^e exemption limit. 
The payment of a substantial tax on assets which are not easily sold 
may, however, seriously embarrass a small firm. It involves either the 
sale of assets — often essential to the efficient working of the business 
— at a loss, or the acceptance of a permanent mortgage on the assets, 
which is especially burdensome to any firm whose fortunes are liable 
to fluctuate. 

A sound principle might be to adopt as basis of valuation either the 
esdmated sale value of the producer’s assets, or the capitalised value of 
their earning capaci^, whichever was the less. 

The chi^ need in any event is to apply some principle which can be 
made dear. Whatever the method used it will not cause serious 
personal hardshi p. The Persoiuil Incomes Commission is assumed to 
be permanently in existence to remedy any loss of consuming power, 
whatever the diameter of the levy. 

Tht End of the Period efTransidon 

The purdiase of industries through the second and third levies 
would enable the Government to gain a foothold in substantially every 
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adjustment is made, units manufacturing goods which are temporarily 
in excess can continue producing for stock. 

The fears and inhibitions which trammel Private Enterprise — the 
employer’s fear of “ spoiling the market ” and precipitating a collapse 
of prices, the worker^s dread of reaching die end of a job which may be 
his last — can no longer cause reduced speed or ouqiut. Under State- 
ownership there must be profound psy^ological release in complete 
self-abandonment to the single aim of creating &esh records in 
quantity, quality or performance. 

The one planning difficulty whidi remains after any change of 
system is that of labour transference. Fundamentally, every organisa- 
tional problem under State-ownership can be reduced to terms of 
industrial “ processing ”, that is, the production of all things in their 
due order from the extraction of the requisite raw material, the building of 
the factory and the creation of the machine tool and the machine, to the 
final distribution of the goods across the coimter. For this task — the 
production of items in due order — mobility of labour is indispensable. 

The problem of rendering the labour force mobile enough raises 
questions not only of housing, transport and local supply, but also of 
proper incentives for making transference attractive. In wartime the 
problem of labour mobility is invariably solved ; in peacetime its 
solution calls for new inducements, consisting primarily of variations 
in wage rates. Workers who register as part of the mobile force will 
come to be recognised as especially valuable to a planning community 
and will be paid accordingly. 

A final note is necessary on the task of keeping the system of State- 
ownership permanently in being. 

The retention of 25 per cent, of industry in private hands does not 
in itself represent a dangerous fissure in the system’s defences. Never- 
theless, it would be sound to arrange for &rther diminution of the 
ratio. In any effectively plarmed system, such private enterprise as 
survives will gain the benefit of a powerfully maintained demand. 
Profits and savings will be considerable, and large disparities in owner- 
ship will again emerge unless capital taxation continues with the aim 
of endowing the State with mote property. In other words, private 
ownership will spring up again unless the opposite tendency is 
deliberately created. Psychologically it is sound to pull upstream even 
though the existing position on the river is ffir above the rapids. 
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The Choice of Plans 


In the summary below, two four-year plans are compared — the one 
appropriate to Private Enterprise, the other containing measures for 
creating State-ownership. In each plan the first year will be assumed 
to cover the first and second post-war phases as described in Chapter 
yH. The second and third years of the plan will correspond to die 
third and fourth phases respectively. And the fourdi year will 
with the beginning of the fifth or p ermane nt p hase . 


The First Year 
MaSntamog Consumption 

Private Enterprise 

Immediatdy after the Armistice the initial task will be to prevent 
a collapse in consumers’ demand. The steps proposed are : 

(1) The grant of full pay for the first four weeks of unemployment to 
all workers disdiarged from war employment. 

(2) Ample gratuities for demobilised men and women. 

(3) Faniily endowment. 

(4) Ihe completion of State organisation for establishing a minimum 
standard of living. 

Reserve schemes for reinforcing consumption, in case the above 
measures should prove inadequate, might be selected from many 
options, the simplest being an “ anti-slump donation ” to all citizens. 
Other measures spedally fevoured are (i) a rebate on rates and (2) a 
bonus on all State benefits and pensions. 

The maintenance of demand will be rendered easy in proportion 
as industry itself undertakes expansion. To establish confidence will 
therefore be an immediate concern. Appropriate steps include : 

(1) The full preparation of reconstruction plans, so that they may be 
announced by the Prime Minister on the first day of peace. 

(2) The lowering of tax rates for the first year. 
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(3) The liberal supply of bank credit at low rates. 

(4) Provision of fixed-mterest medium-term reconstruction loans to 
be distributed to firms under the direction of the Ministry of 
Supply. 

(5) A s^me of medium-term export credits, developed through ihe 
agency of the Export Credits Guarantee Department. 

(6) An international forward exchange system for protecting importers 
against changes in the value of foreign currencies. 

(7) A declaration of permanent intention to 'prevent either a rapid 
rise in the British price level or any appreciable fall. 

(8) Guarantees to the separate industries (see later). 

The financing of consumption during the first year would be 
through the condnuance of wartime mediods. That is, more than half 
the nadonal expenditure would be met by borrowing from the public 
and fix)m the banks. 


State-Ownership 

No change whatever in the above programme, apart from the 
nature of the guarantees to be given to industries, would be required in 
a nadonal plan designed to establish State-ownership. Under such a 
plan, preparadon would be at once started for the nadonalisadon of 
selected industries. But undl the arrangements were complete, the 
Capital Levy for financing the purchase of the industries would not be 
necessary. 


Prices 

Private Enterprise 

Wartime controls over prices will be maintained under the proposed 
plM except where superseded by voluntary schemes. 

' An Industrial and Economic Parliament is to be established for 
assisdng in the preparadon of the nadonal plan ; and one of its first 
tasks will be to form a committee for each industry to develop schemes 
of reconstrucdon, induding arrangements for fixing maximum prices. 

The general price-fudng plan to be developed would thus be a 
composite scheme comprising the following measures : 


(i) The continuance of official controk in the case of essential goods 
such as food, housing, coal, gas, electricity and other public utility 
supplies. 
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(2) The development of voluntary systems of price-fixing in industries 
in which goods can be standardised. 

(3) The creation of a Price-Fixing Board by the Industrial and 
Economic Parliament as the fin^ court for the determinarion of 
prices and wages. 

(4) The continuance in force of die powers granted by the Board of 
Trade under the Prices of Goods Act, 1939, and die Goods and 
Services (Price Control) Act, 1941, to fix maximum prices and 
charges for goods and services, and to establish a system of 
inspection. 


There would be a severe strain on the above price-fixing machinery 
as soon as die replacement boom added its force to inflationary 
tendencies arising from world-wide scarcity. The pressure would 
grow less in Great Britain as the Minister of Supply was able to assist 
essential-goods industries to increase production through reinforce- 
ments of labour, imports and cr^t. This is an immense adminis- 
trative task involving labyrindiine controls aflecting every important 
branch of the coimtry’s economy ; a summary has been attempted 
elsewhere (pp. ir6-8). 


StaterOwmslap 

The programme designed to establish State-ownership will be 
required to yield all the above results, but the machinery will in part 
diflPer. 

In place of an Industrial and Economic Parliament it is suggested 
that a smaller body comprising members of the Economic Cabinet and 
all Ministers responsible for industries, together with all national 
Controllers of Industries and one delegate from the national Board of 
each industry, should be formed into an Industrial and Economic 
P lanning Council to advise the Planning Authority (the Economic 
Cabinet). 

This Industrial and Economic Planning Council would then set up 
a Price-Ffadng Board. Under State-ownership the Board would bring 
all prices under its direct control. Thus, any price-fixing measures 
which survived from the war period would be retained purely as 
interim arrangements, pending the concentration of all controls under 
the Price-Fixing Boari. 
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Furthermore, there could he no question of preserving the wage- 
adjustment machinery of Private Enterprise. The wage mar^ 
allowed to each industry as its due share of the price received for output 
would be determined by the Price-Fixing Board. 

The Board itself would necessarily adhere in its decisions to 
general lines of policy laid down in the national plan ; and its dedsions 
would be subject to review by the Economic Cabinet as the supreme 
Planning Authority. 


Special Schemes 

Private Enterprise and State-Ownership 

hi both plans it will be of instant importance to give guarantees to 
industries and inform industrial leaders precisely wlrat is the Planning 
Authority’s intention regarding each branch of trade and manu&cture. 
In some cases the acdon will be the same whatever the general economic 
system proposed. 

The table below contains a summary of suggesdons, most of 
which have been submitted in some detail earlier. 

Under Private Enterprise nadonalisadon ” may mean State 
control without State possession. In the case of the Railways, for 
instance, existing shareholders might receive Government-guaranteed 
shares in the new Bridsh Railway Corporation in place of their former 
variable holdings. The Government would then assume all risk and 
safeguard the actual owners, the private shareholders. 

Under State-ownership such an arrangement would not be possible. 
Railway shares, for instance, would be pardy surrendered to the 
Government through the first Capital Levy and the remaining shares 
would be bought with the proceeds of the levy. Thereafter the State 
itself would receive the equivalent of interest from railway earnings. 

The foUo-mng summary of industrial measures is not intended to 
suggest plans for applicadon in the first year : it indicates the pro- 
gramme which might be forthwith announced, the main purpose being 
to provide a basis of certainty for producers in all spheres. 


[Table 
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The Second Year 

Private Enterprise 

The problems confronting the Planning Authority in the second 
year relate almost wholly to the Budget. If the replacement boom 
develops strongly, there will be no call for a planned increase in 
consuming power ; and as regards price-fixing and Special Schemes, 
nothing more will be required than to extend measures already begun. 
Hence, during the second year, although the threefold scheme of 
planning will be always implicit^ it will not call for attention. Interest 
will be confined to budgetary tasks. 

The second year after the war may not comcide with the second 
financial year. If the two periods differ much, it would be desirable 
to introduce a special Budget at some time between twelve and fifteen 
months after the war. The Budget would be divided into two parts : 
the Planned Budget, which would have been considered already by 
the Industrial and Economic Parliament^ and the Current Budget. 


The Current Budget 

Through the Current Budget a balance would be effected between 
the total of all regular expenditure and total revenue from all regular 
taxes : that is, between, on the one hand, outlay for social services, 
law, order, justice, defence and National Debt interest and, on the 
other, receipts from customs and excise, income tai^ excess profit duty, 
surtax and death duties. 

There will be no need during the second year to use the Current 
Budget for increasing consuming power. The sole aim will be to make 
it b^ce. 

The Planned Budget 

Under the Planned Budget provision is to be made for (i) the 
reduction of National Debt, (2) die redemption of war credits, (3) the 
creation of a reserve for expanding consumption. 

For these purposes a Capital Tax might be imposed on personal 
fortunes ex ce e din g £10,000, the rates of tax being such as to yield 
£1500 million, of whidh £1000 million would be recognised as a 
reserve for raising consuming power at the end of the boom. 
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These measures would be financed initially throu^ the reserve 
fund provided by the Capital Tax. Later, part of the ^arge might be 
borne by the Current Budget. 

The amount of the required increase in consuming power would be 
judged by means of statistics showing the potential increase in the 
output of consumption-goods industries, due to their modemisadon 
and the absorpdon of labour from capital-equipment industries. The 
Planning Authority would gain sancdon from Parliament for eiqiendi- 
ture exceeding the amount estimated to be necessary, and would 
continue to raise consumers* incomes till the employment index, 
analysed by industries, revealed a sadsfrctory rate of transference of 
labour from capital-equipment trades to the producdon of con- 
sumpdon-goods. 

Prices 

The maintenance of the price ceiling will present no difficulty in 
the first months of the post-boom period, since the general price 
tendency will be downwards. 

Special Schemes 

Immediately the warning is given that the boom is over, the 
“ reserve schemes ” will be launched. These are stop-gap measures 
designed to absorb workers from capital-equipment trades pending 
their transfer to eiqianding consumpdon-goods industries. 

At the same time State Industries wUl be established in all parts of 
the country. 

Stam-O-mership 

The above third-year programme would be reproduced in almost 
every detail in Ae scheme for creating State-ownership. But Aere 
woidd be important addidons. 

Through the first Capital Levy all Nadonal Debt would be extin- 
guished, and Ae State would become Ae owner of Ae land, railways, 
insiiTanrp rnm panips^ banks, coalmines and piAlic utilities. 

The rent and interest formerly derived from Aese by private 
Aareholders would accrue to Ae State. Regular State revenue would 
Aus be much enlarged and Ae Current Budget would become less 
important. Most consumpdon taxes might be eliminated from it. 

VOL. I ^ ® 
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established and capable of trying and transferring all comets, or other- 
wise guaranteeing the right to work to every citizen, regardless of his 
physical condition or lack of skill. 

State-Ownerskip 

In the fou^ and following years the method of planning under 
State-ownership will differ markedly &om that employ^ in a competi- 
tive order. Precisely the same object is to be adiieved, namely, the 
relating of the upward curves of investment and consumption. But 
the manner of raising consumption will steadily change. 

Throu^ the second and third levies the State acquires 7; per cent, 
of the country’s productive capital and receives corresponding income. 
This income it distributes at for either consumption or investment. 
If more money is needed for one of these purposes, the money is newly 
issued from the Banking Department. 

No political problem is raised by this action. The Planning Au- 
thority itself has the power to adjust consumption and investment in 
consequence of its ownership of industry ; it does not need to apply 
to Parliament for special taxation. 

As regards the 25 per cent, of industry not owned by die State, 
wages in this section will be determined by the Price-Fixing Board. 
This ^ves further command over consuming power. Interest and 
rent will be widely distributed in the form of small additions to many 
incomes, the levies on capital having reduced all laige fortunes. 
The private control of these small incomes will not disturb the 
Planning Authority’s preponderant influence over consumpdon and 
investment. 

A single form of Annual Budget might be retained for the taxadon 
of private inflomw; and ca pital. The purpose would be less to reinforce 
the national plan than to prevent any substantial restoration of private 
ownership, or possibly to reduce such ownership further. 


The outstanding distinction between the two programmes after the 
third year thus resides in the manner of increasing consuming power. 
Under Private Enterprise a periodical small Capital Levy is the main 
resort. Under State-ownership a series of large levies places the 
State in a position of ownership so that it can raise wages and other 
incomes from its own trading receipts and Bank money. 
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The Comparison 

In this book Private Enterprise and State-ownership are being 
compared from the point of view of the pknning of " full employ- 
ment It was shown earlier that the issue resolves itself into the 
difficulty of plaming Private Enterprise versus the difficulty of intro- 
ducing and dien maintaining State-ownership. In a regime of Private 
Enterprise planning is confronted by many obdurate defences, both 
polidcal and industrial. Under State-owne^p, once establish^, the 
actual planning is ffiirly straightforward : diere are no serious emnninip 
or polidcal barriers, though the tasks of administration and mobilisadon 
of labour are vast. The chief problems presented by State-ownership 
are that its introducdon implies a change of status and loss of fimcdon 
for a considerable secdon of the community who may be expected to 
resist it^ and that after the first pioneering stage State-ownership may 
disintegrate &om within. It is necessary to etplore these difficulties 
further. 


Frustradons Opposing State^Ownership 

A system of State-ownership driven solely with a view to efficiency 
would no doubt reject the non-technical non-managing director as 
ruthlessly as Private Enterprise r^'ects the unqualified manual worker. 
Even though the leaders of the new order were to show a completely 
catholic sensiriveness in attempting to invent jobs for all the dis- 
possessed, the new jobs would have a counterfeit air. No real equiva- 
lent can be found under State-ownership for the role of entrepreneur 
pure and simple ; and to remove a man’s essential fimcdon is most 
deeply wounding. Those who foresee this menace will no doubt 
oppose it with every force they can muster. 

The posidon of the sleeping partner or render is different. He or 
she has neither bad nor wanted tm industrial role in the old order, and 
would presumably be content to remain fimcdonless in the new. 
Through a Personal Incomes Commission, living condidons for this 
group might be madg endrely tolerable. Nevertheless, there is at least 
a mental disdncdon between possessing a large fortune in one’s own 
right and being the recipient of a Government annuity charitably 
dispensed after a mpans test. Tranridon to State-ownership will 
profoundly affect the status of a certain social stratum which under the 
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old re^e was exalted and privileged. The change may be for the 
good ; it is certainly unavoidable if the system is chan ged. 

The war appears to be preparing many for the acceptance of such 
transformation. The cost to those who suffer die discomfort will not 
be physical, but purely psychological ; hence for all who see the 
change as social necessity the cost largely dissolves. Their physical 
securi^ under a system of Government annuities might m many cases 
be enhjuiced. 

The further problem of upholding State-ownership, once estab- 
lished, will be aggravated by impressive evidence of the defects of any 
Civil Service order. Within this system there will be malcontents as 
well as sincere sceptics and avowed enemies, and food for dieir argu- 
ments will abound. A community which is not dictatorship-minded 
will bitterly resent the outcrop of minor tyrannies which, though 
equally prevalent under competition, will seem less tolerable under 
State-ownership, where they may become more cunningly entrenched. 
Theoretically, it is always possible to place a democratic check on every 
individual in control, but the multiplication of checks leads to an even 
worse disease*: rule by committees every member of which feels he 
must justify his appointment by some form of intervention. Where 
democracy implies the right of everyone to govern the moves on 
everyone else’s board, the result is delay, friction, inhibition and, in the 
end, irresponsibility. 

Intermediate between complete autocracy and complete committee 
control there is some point where the advantages of both are gained 
and the worst evils avoided, but this ideal will not be reached every- 
where. A Civil Service system will inevitably produce the most 
exacerbating blunders, waste and injustices — as will every system till 
man is perfect. 

Another weakness in such a system is the unwillingness of chiefs 
to &ce the personal unpleasantness of disciplining juniors. This is a 
fitiling whi^ caimot be attributed in the same degree to a competitive 
system. In private business the profit test is inexorable. Relentless 
pressure bears on the heads of industry and through them spreads 
downward to the staff. At least there is no evasion of the discomfort 
of enforcing discipline. It is true that in a State-ownership system 
established dirough violent revolution the compulsion on the hierarchy 
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is equally diasdc. Mismanagement is crime, and lipaHc are forfeit ■ 
and fear intermingles powerfully with every other motive in creating 
tense effort. But in a Civil Service system brou gh t into being by 
unexciting constitutional process, neither revolutionary fear nor 
competitive fervour will drive anyone. 

The most serious risk in State-ownership is, however, corruption. 
To establish this system m countries where Ae Civil Service is already 
notoriously corrupt would be to invite unimaginable mercen ary evil. 
Nepotism, bribery and theft of communal property would have 
boundless scope. No doubt these things are ^e in competitive 
business, but as a rule it is to the great advantage of some individuals 
to prevent their leading to a paral 3 rsing inefficiency. In a State-owned 
system it is the concern of nobody but the public-spirited ; and they, 
in general, are well pleased if they succeed only in remaining upright 
themselves. 

Between those whose aim it is to become parasites on the system 
and others who seek its destruction in order to revert to private 
capitalism, a regime of State-ownership may disintegrate rapidly once 
its decline begms. There is no guarantee against this except the moral 
fibre of people. 'Whoever has the secret of creating sound men, indeed, 
he alone has the means of creatii^ a secure and vigorous system, 
whether it be founded on private enterprise or ownership by the State. 

The choice of economic systems depends ultimately on the judg- 
ment made of the way in whi^ human character will respond to each 
system. In the chapter on Private Enterprise it was seen that the task 
of p lanning makes demands on literally every adult citizen. If the 
reaction of any substantial group is unffivour^le, the whole national 
plan breaks down. Likewise, under State-ownership, although the 
tasks of planning are less intricate, there being no Budget difficulties of 
any kin4 the outstanding problem remains of preventing the system 
itself from decomposing. In both systems everything depends on 
man. And any conclusion as to the way in which he will react to the 
one or the other can be based onty on personal conviction. Economic 
analysis may clarify the issues. It cannot provide the judgment. 

A judgment is, however, necessary. Af^ the war all nations will be 
feced with the alternatives of Private Enterprise and State-ownership. 
The choice will present itself fordbly.and every politically conscious 
ritiTPti will have a voice. I think it would be impossible to conceal my 
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ownvievalthough it inevitably i^ts on many imponderables. I started 
the enquiry in the full e}q)ectation that Private Enterprise could be 
made to work. I end with the sense that I should be gintiing against 
the li^t if 1 cast a vote in its &vour. Such reasoning as can be found 
to support this view has been already indicated, but the salient thought 
is this : State-ownership lends itself to order. Private Enterprise is by 
nature anordered, and it requires an immense effort of central co- 
ordination to overcome its intrinsic tendency to lack of order. 

Moreover, this war is not for nothing. One thing it has proved: 
that intemadonal disorder is intolerable. Believing, as I do, that 
economic order is essential to political and intematinnal order, I cannot 
escape the conviction that whatever system is most capable of con- 
tributing to order is destined, sooner or later, to come into bdng. 

The least comfortable stages in the development of State-ownership 
are the first ; and if as a country we can strike throu^ to the end of 
these stages immediately after the war, before our hearts have hardened, 
the worst strains will be over. Perhaps diis is part of die war’s meaning. 

As for the long-term task of preserving State-ownership from 
internal decay, the theory is simple, but the practice is less so. The 
subject would demand a third volume, if the writer were equipped to 
treat it. This disdpline-efiiciency problem remains a fundamental 
issue of all time, whatever the chapter of the system, and civilisation 
depends on its perpetual solution. 

It is a practical point that, should the system of State-ownership 
break down, the worst that can happen in the economic sense is the 
reversion to private enterprise. Basically, however, a conviction 
regarding the desirable future system is not drawn from this kind of 
logic. Rather it is derived from a sense of historical trend. Something 
is “ intended ”. T.ife is emergent. There is an obvious reaching-out 
towards new degrees of achievement and organisation. As regards 
systems, then, what is coming ? There are but two types of system. 
Are we in train for the second ? Is that a par^ even ^ough it be a 
minnr part, of the interpretation of diis world’s convulsion ? 
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